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AMENDMENT TO THE ANGLO-AMERICAN FINANCIAL 
AGREEMENT 


MONDAY, MARCH 18, 1957 


Houser oF REPRESENTATIVES, 
SUBCOMMITTEE ON ForeriGn Economic Pouicy or THE 
ComMMITTEE ON Forerign AFFArRs, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:30 a. m., in room 
G-3, United States Capitol, Hon. Brooks Hays (chairman of the 
subcommittee) presiding. 

Mr. Hays of Arkansas. The subcommittee will be in order. 

We are very happy to have this morning, I suppose the sole witness 
for the session today, the Secretary of the Treasury, the Honorable 
George M. Humphrey , who will submit a statement on House Joint 
Resolution 271, which is to implement further the act of July 15, 1946. 

(H.J. Res. 271 follows :) 


{H. J. Res. 271, S5th Cong., 1st sess. ] 


JOINT RESOLUTION To implement further the Act of July 15, 1946, by approving the 
signature by the Secretary of the Treasury of an agreement amending the Anglo 
American Financial Agreement of December 6, 1945 


Resolved by the Senate and House of Representatives of the United States of 
imerica in Congress assembled, That section 1 of the Act of July 15, 1946 (60 
Stat. 535; 22 U.S. C. 2861) is hereby amended by changing the period at the end 
thereof to a comma and adding the following, “and that the action of the 
Secretary of the Treasury in signing the agreement dated March 6, 1957, amend- 
ing said agreement is hereby approved.” 

Mr. Hays of Arkansas. Mr. Humphrey, we are certainly happy to 
welcome vou and we are glad to have ac company ing you this morning, 
Mr. W. Randolph Burgess, the Under Secretary, and Mr. Scribner, 
the General Counsel for the Department of the Treasury. 

You 7 iy proceed as you wish to make any statement with reference 
to H. J. Resolution 271. 


STATEMENT OF HON. GEORGE M. HUMPHREY, SECRETARY OF THE 
TREASURY; ACCOMPANIED BY HON. W. RANDOLPH BURGESS, 
UNDER SECRETARY OF THE TREASURY, AND FRED C. SCRIBNER, 
JR., GENERAL COUNSEL, DEPARTMENT OF THE TREASURY 


Secretary Htumpnrey. Mr. Chairman, I am very happy to be here. 
J have a written statement I will read, and if that does not cover the 
situation, I will be very glad to go into questions and answers 
afterward. 


Mr. Hays of Arkansas. Thank you, sir. 
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Secretary Humpnurey. Mr. Chairman and members of the com- 
mittee, I am here today to support President Eisenhower’s recom- 
mendation in his March 6 message to the Congress transmitting an 
amendment to the Anglo-American Financial Agreement of 1945. 
The President stated in his message: 

The amendment to the agreement is a commonsense solution which attempts 
to carry out the spirit of the agreement in a way that is practical and fair to 
both parties. 

I recommend that the Congress enact legislation approving the action of the 
Secretary of the Treasury in signing the amendatory agreement on behalf of the 
United States. 

This amendment to the agreement was signed for the United States 
by me as Secretary of the Treasury, and for the United Kingdom by 
Sir Harold Caccia, the British Ambassador. It becomes effective 
after it has been approved by the Congress of the United States and 
appropriate Parliamentary action has been taken. 

For some time prior to 1956 the United Kingdom had informally 
indicate a desire that consultations take place to clarify the provi- 
sions of the Financial Agreement relating to the waiver, that is, the 
forgiveness, of interest. Consultations are provided for in section 
12 of the Agreement. 

Last December the Government of the United Kingdom, acting on 
its understanding of the provisions of the 1945 agreement, informed 
the Government of the United States that the United Kingdom 
claimed a waiver of the interest portion—$81.6 million—of the De- 
cember 31, 1956, payment, and set that amount aside pending consul- 
tations. There followed discussions and consideration by representa- 
tives of the United Kingdom and the United States looking to appro- 
priate modifications of the language of the 1945 agreement, the modifi- 
cations being designed to carry out the spirit of the original document. 

The Anglo-American Financial Agreement was signed on Decem- 
ber 6, 1945, and was approved by the Congress after full debate on 
July 15,1946. The agreement authorized a 50-year loan to the United 
Kingdom of $334 billion at 2 percent interest. Repayment was to 
be made in equal annual installments of about $119,336,250 covering 
both principal and interest, beginning December 31, 1951. A settle- 
ment of lend-lease and surplus property obligations in the amount of 
approximately $650 million on the same terms was also made on 
December 6, 1945, with annual installments of about $19 million. 
The total annual installment of principal and interest is $138.4 
million. Under these arrangements the United Kingdom has paid 
$348.4 million in principal and $424.6 million in interest, representing 
payment in full of installments due in 1951-55, and the principal in- 
stallment for 1956. 

It has been evident for several years that the applicability of the 
waiver clauses is not now clear, because of changes in conditions since 
the time when the agreement was signed. On the other hand, the 
spirit of the agreement, that the United Kingdom should have some 
relief when its international exchange situation so warrants, is per- 
fectly plain. 

The proposal before you would replace the waiver provisions with 
a simple and clearly expressed authorization for the United King- 
dom to postpone up to seven installments of principal and interest 
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under the financial agreement and the related settlements. The first 
of any such deferred installments would be paid in the year 2001 
and the others annually thereafter, in order. In addition, the De- 
cember 31, 1956, interest installment would not be forgiven but would 
be deferred until after the other payments under the agreement have 
been completed. Interest would be paid annually on each deferred 
installment. In short, the provision for forgiveness of interest in 
certain circumstances would be replaced by an arrangement under 
which the United States would be entitled to receive ultimate payment 
in full of both interest and principal of the loan. 

The provisions in the agreement dealing with the waiver of interest 
which would be replaced under this proposal are sections 5 and 6 (iii). 
Section 5 provides that the United Kingdom may obtain a waiver 
of interest when its foreign exchange income is not sufficient to meet 
its prewar level of imports, adjusted to current prices. Section 6 
(111) specifies, however, that waiver will not be permitted in any 
year unless “releases or payments” of sterling balances accumulated 
before the date of the agreement are reduced proportionately. In 
other words, in 1956, when interest was about 60 percent of the amount 
due us, the amount whic h could be paid on the remaining 1946 sterling 
balances due from the United Kingdom to foreign countries would 
have had to be cut down by 60 percent. 

These provisions have not proved workable. Section 10 of the 
agreement noted the United Kingdom’s intention to make certain ar- 
rangements with her sterling creditors with regard to the balances 
then outstanding. Part of the balances were to be made fully avail- 
able at once and another part were to be “adjusted” or written off 
as a contribution by the creditors to the settlement of wartime in- 
debtedness. A third portion of the balances were to be released by 
installments over a period of years beginning in 1951, the first year 
in which payments were to begin on our loan. Sterling balances thus 
scheduled would be a clearly identifiable debt and releases or pay- 
ments thereon would also be identifiable. Despite vigorous efforts by 
the United Kingdom, a settlement of this kind did not prove feas- 
ible. 

At the time the agreement came into effect on July 15, 1946, the 
sterling holdings of foreign countries covered by Section 6 (ii) 
amounted to approximately $12 billion. They were held by many 
countries throughout the world. For most of these countries their 
sterling holdings represented their principal, if not their only, signifi- 
cant international assets. 

The holders of these balances had felt wartime shortages of inter- 
national commodities for a number of years, and looked upon these 
holdings of sterling as a reserve to be used to meet their heavy post- 
war requirements of goods and services. Consequently they were not 
generally willing to write them off or to freeze them in a funding 
arrangement which would limit annual “releases or payments” to a 
fixed amount. 

Under these circumstances there is no practical method to determine 
what if any parts of “releases or payments” made in any year are 
app slicable to the wartime balances as provided in section 6 (ili). 

The balances existing in 1946 have become confused with postwar 
accruals through the constant flow of foreign-exchange transactions. 
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The present sterling balances constitute essential working balances 
and reserves of many countries. Any significant curtailment of the 
availability of these balances could cause serious financial problems for 
the countries holding them. 

Tt is also important to recognize that the dollar value of all sterling 
balances was sharply reduced by the devaluation of sterling in 1949, 
whereas the value of the repay ments due us under the agreement was 
not. affected at all. The pound sterling was devalued from $4.03 to 
$2.80 in September 1949, or about 30 percent. This resulted in a 
proportionate adjustment in dollar value of the claims of sterling 
creditors. 

The provision on the prewar level of imports is also hard to apply. 
It expressly depends in part upon a calculation whi-h would involve 
the annual “releases or payments” from the sterling balances which, 
as I have just indicated, are not now possible of determination. Fur- 
thermore it is subject to a number of complex statistical questions, 
such as the difficulty of adequately measuring price changes in a 
very large basket of commodities over 20 years marked by war and 
inflation. 

The British have always emphasized, and we concur, that the spirit 
of the 1945 agreement was to provide relief to their currency by easing 
their debt-servicing problem when the pound was under strain. They 
have repeatedly suggested that with changed conditions the compli- 
cated waiver provisions prevented any mutual understanding as to 
when and under what circumstances this relief would be effective. 
The British Treasury has discussed this matter with us at the Treasury 
over the past several years. For 5 years, they have nevertheless made 
the payments in full, without claiming what they believed to be their 
right toa waiver. 

In 1956 the United Kingdom faced a serious lack of confidence in 
sterling. They met this by short-term bamoenelaaar At the same time 
they claimed the waiver under the agreement. We consulted with 
them with a view to working out arrangements to replace the waiver 
with a limited number of postponements. The British have agreed 
to give up any right to claim cancellation of interest. Although they 
firmly believe that they are entitled to cancellation, and that this right 
would be advantageous to them in the future, they have recognized 
the problems involved in eteocasitiinet to make an objective determina 
tion under the provisions of the 1945 agreement. It is also clear that 
it is not practicable from any point of view to handle the aeslite 
balances of foreign countries in the way that was anticipated. 

Both parties are agreed that the desir: able course is to make effective 
the simple postponement provisions which I have outlined. The 
Canadian Government has reached the same conclusions with regard to 
its loan to the Uuited Kingdom made in 1946 under terms similar to 
those in ouragreement. If the British availed themselves of the right 
to postpone, they would do so simultaneously under the American 
and Canadian agreements. 

The proposed amendment is a fair and businesslike arrangement. 
It comes as close to the spirit of the original agreement as is possible 
under the present circumstances. I urge that it be approved by your 
committee. 
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Mr. Chairman, that concludes my formal statement to the commit- 
tee. I think it sets forth the basis upon which we are asking you to 
confirm this agreement. 

I would just say in addition to this statement that I hope that you 
gentlemen will keep clear in your minds the fact that this is in no 
way an additional grant of aid or an additional grant of funds. In 
fact, itisa withholding of funds, rather than a grant of funds. 

This is strictly an “adjustment of a contract provision. It has 
nothing to do w ith foreign aid, and nothing to do with foreign policy, 
except as foreign policy v is either prox moted or retarded b yy a sense of 
fairness and decenc y in carrying out a contract rel: itionship. 

This move on our part is actuated by exactly the same motives that 
you or I would have if we were dealing with a private party and with 
a contract between us—that must run over a long period of time—and 
some provision in that contract, after the passage of several years, 
because of changed conditions, had become meaningless and the word- 
ing was no longer hr to the facts under which we were operat- 
ino under our contrac 

The thing that ae avd I would do under those circumstances, in- 
stead of having a lawsuit or getting into some difficult altercation, 
would be to sit down with the person with whom we had the contract 
and we would say, “Now, this language no longer is applicable to the 
facts and it is no ‘longer practic: ally workable, and therefore let’s agree 
on some other language that will be simple, that will be fair, and that 
will carry out the spirit of the original understanding so that the orig- 
inal contract will be carried through just as we had originally in- 
tended, and we will eliminate the difficulties that have arisen because 
of the changed conditions and the passage of time.’ 

Mr. Hays of Arkansas. Thank you, Mr. Secretary. 

If there is no objection, we will ‘proceed on the 5-minute rule and 
then probably will have time left for further questions by those who 
are here this morning. Weare glad that the chairman of the commit- 
tee, Mr. Gordon, could be here. I wonder if he would like to inter- 
rogate the Secretary ¢ 

Chairman Gorvon. Thank you, Mr. Chairman and Mr. Secretary. 

How did you establish the vear 2001 7 

Secretary Humpurey. That is the first year after the termination 
of the present contract. Under the original contract and under cer- 
train conditions that obtained at that time the British thought that 
they could make an arrangement with their other creditors to cancel 
some of their debts to those creditors, and we agreed that if they 
could eancel the debts to the other fellows that we would allow, under 
certain conditions, some cancellation of ours in the form of waiver 
of interest under this arrangement. 

Now. the British tried to get those debts adjusted and funded, and 
conditions so rapidly changed that it became impossible to do so or to 
tell actu: ally whether they had been re duced or whether they had not 
and to whate xtent they had been reduced. 

It is just as if in your own personal checking account, unless you 
secregate some fede you do not know whether you still have an 
original $50 in your checking account that was there 10 years ago or 
not. You keep adding and subtracting and adding and subtracting. 


SOOSO— HAT 2 
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Well, what was the original fund? Is it still there or is it gone? 
To some extent, that is an applicable illustration here. 

There is one thing that did occur that we know of, and that was that 
the pound was devalued, which reduced the dollar value of the pounds 
held by sterling creditors by 30 percent, and it did not reduce our 
dollars at all. But that was not provided for in the agreement. 

So, with all these complications—the greatest complication by all 
odds is to readjust prices for commodities. If you attempt to readjust 
prices for commodities over the past 20 years it is a headache. You 
Just cannot work it out practically. 

So we said, “This thing won’t work. The spirit of it was, if you 
did reduce your obligations to others and if you did get hard-pressed, 
that we would then make some re adjustment of our affairs.” 

We said, under these circumstances, “We don’t think it is fair to 
us to cancel entirely, but what we will do, we will do just what you 
would do as a debtor, what you do with a bank or any other place: 
if you find you are hard-pressed and you cannot pay, you go into the 
bank or you go to your creditor and you will say to him ‘Can I extend 
this? Will you let me extend it ?’ 

We said “Sure, we will let you extend it. Within reasonable limits, 
when you want to extend a payment we will add it to the end. Each 
year we will add it to the end, but you will pay interest on it. You can 

take the money you owe this year, and if you are hard pressed this 
year and if you want to be carried along, we won't cancel it, we won’t 
give it back to you, but we will extend it to the end of the contract and 
you will pay interest on it in the meantime and we will let you do that 
seven times.” 

There is quite a difference between canceling interest, for on un- 
limited number of times, and seven extensions. But the objective 
of relief under pressure is still accomplished. That is what we said 
we would do; that we would try to help them in that way by carrying 
out the original agreement. They would w: aive their right to cancel 
lation; we would accord them the privilege of postponement, and they 
would pay interest in the meantime. 

Chairman Gorpon. There would be no loss of interest / 

Secretary Humpnrey. There would be no loss of interest. It is just 
that simple. It is the simple transaction you or I would make every 
day, and it does not involve any complicated international relation- 
ships or anything else. It is just a simple clearing up of some words 
that are no longer applicable in a deal between us. 

Chairman Gorvon. Thank you very much. 

Mr. Hays of Arkansas. Thank you, Mr. Chairman. 

Mr. Secretary, doesn’t this deferred payment constitute interest on 
interest / 

Secretary Humpnurey. We get interest on interest. 

You go to your bank and you have a payment due on an aes, 
or on a mortgage, and vou say, “Well, we can’t pay it.” They do ne 
let you off free. Tl ney say, a ostpone it to the end and pay ase 
on it and it is all right.” 

Mr. Hays of Arkansas. The quid pro quo, then, was the concession 
on our part of a definite number of waivers—seven, I believe you say 
in return for their abandonment of their position that the waivers were 
unlimited ¢ 
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Secretary Humpnurey. The existing provision is for a waiver and 
the proposed amendment is for postponement. That is the great 
big thing, here. Under the existing agreement they could waive, for- 
give, cancel off completely. We postpone, and charge interest. 

Mr. Hays of Arkansas. In this case you postpone ‘and they give up 
their interpretation of the original claim and clarify it so that you do 
not have to go through this again, as far as construction of the original 
agreement is concerned. Is that a fair statement ? 

Secretary Humpnrey. That is right. 

Mr. Hays of Arkansas. Do you feel that was a good-faith construc- 
tion; that it was susceptible to some doubt in its original form? 

Secretary Humpurey. You just cannot figure it out to save your 
life. 

Mr. Hays of Arkansas. There was a basis for renegotiation ¢ 

Secretary Humpirey. You just cannot figure it out. With all of 
the conditions that are in there, you just cannot figure it out. 

Mr. Hays of Arkansas. You feel this is in the interests of the United 
States Government as well as the United Kingdom ¢ 

Secretary Huwpurey. This is exactly what you and I would do if 
you and I had a contract between us; if you hi ida provision that you 
could not figure out, we would agree to fix it up in a fair way, and 
that is what we have done here. 

Mr. Hays of Arkansas. I think we should follow the procedure of 
viving the members of the subcommittee who have this legislation in 
charge an oppoi ‘tunity to interrogate the Secretary, and then we will 
invite the other members of the Foreign Affairs Committee, whom 
we are very happy to have with us, to follow the same procedure. 

Mr. Zablocki 

Mr. Zantocki. Mr. Secretary, we are glad to have you with us. 
I wanted to further clear a matter-that the chairman brought to our 
attention in his questions. You said we would receive interest on an 
interest deferred / 

Secretary Humeurey. That is right. 

Mr. Zantockt. On page 2 of your statement, you state: 

The first of any such deferred installments would be paid in the year 2001. 

Secretary Humrurey. That is right. 

Mr. Zastocni. Does that mean the 1956 interest payment would be 
deferred and would be due in 1957 or 2001 ? 

Secretary Humpnrnrey. After 2001. You see, there are flat pay- 
ments of one-hundred-and forty-odd million dollars a year every 
year from now until the year 2001. The last payment is in the year 
YOO, Now. just sO Wwe W ill cle: arly underst: and whi at those payments 
are—what is the exact amount, there ? 

Mr. Scripner. $138 million. 

Secretary Humpurey. Put them all together. 

Mr. Scripner. That is included. This is the figure. 

Secretary Humrnrey. $138.4 million. Now, that is a flat amount 
of money, and that is due every year from now until—it has been 
due, beginning with 1951. and it went for 50 years, beginning with 
1951, to 2000, 

It was figured out that that amount of money, $1: 38.4 million, would 
add up to interest at 2 percent, plus the principal of $3,750 million, 
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plus $650 million, which was the lend-lease. That was owed by the 
amount of this credit plus the lend-lease. 

You take that $138.4 million and you deduct from it interest on the 
remaining unpaid balance for that year, and then the difference is 
applied to a reduction of the principal. 

Do you see what I mean? 

Mr. Zaprockys. Yes. 

Secretary Humpurey. In other words, if you had a flat prinerpal 
repayment each year, you would have a big payment at first and it 
would decline as you go forward. The actual arrangement is called 

. level payment plan. You pay the same check every year. You 
deduct first from that amount the interest that is due on the unpaid 
balance, and the rest reduces the principal and you keep doing that 
until 2000. At 2000, if you did not do anything else, the whole thing 
would be paid off, both principal and interest. Now, what we do 
with regard to any postponement: this year it would go to 2001, the 
next one to 2002, and so on. 

Mr. Zanrockr. Should not the amount be larger than $138.4 million 
beginning with the passage of this legislation ? 

Secretary Humpnrey. It will be larger each time as postponement 
is made.. There will be added to the $138.4 million, the amount. of 
interest on the postponed payment. 

Mr. Zasiockt. This $138.4 million figure is the figure due now, but 
with every postponement that figure would be larger # 

Secretary Humpurey. By the amount of 2 percent interest on what 
was postponed. 

Mr. Zasniockt. Thank you, Mr. Secretary. This legislation also 
provides for the postponement of principal payments due? 

Secretary Humrurey. You postpone both principal and interest. 
You postpone $138 million—vou see what they can postpone is the 
entire payment due in a year. 

Now, let me make this perfectly clear. There is a little confusion 
that I ean see here. 

Mr. Zapsvockt. I thought the proposal provided post poning in- 
terest. 

Secretary Humennrey. What is postponed in the first year, is just 
interest. In 1956, right now. 

Now, the reason for that is this: there is no right in the present 
agreement ever to postpone or cancel principal. The thing that they 
could eancel under the original agreement was interest. 

The British did not want to be in default. We could not agrees 
on what could be done because we could not agree on the application 
of this wording. So, the British, so as not to be in default. figured 
out the amount of interest that was due this year and the amount of 
principal that was due this year, dividing this $158 million into 
those two figures, between principal and interest, and sent a check 
for the principal, and then paid the interest into a special account, 
pending the determination as to whether that amount of interest 
would be canceled and never paid back, or whether it would be post- 
poned. Their proposal to us was that they would cancel it, and we 
would never get it. That they would just cancel it off and that would 


be the end of it, under their construction of the contract, vou see. 
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Now, we have compromised this view and did what we thought 
was a fair thing by saying, instead of canceling the interest, we will 
postpone the whole payment. 

Mr. ZaB.ockti. Seven times, or six times ? 

Secrétary Humpurey. It is seven times, plus this one time for 
1956 interest, which is a separate transaction. 

Mr. Zaptockr. So, seven times in the next forty-odd years, the 
British can postpone—— 

Secretary Humpurey. $138,400,000. 

Mr. Zasvockt. Plus the interest. 

Secretary Humpurey. No; the interest on the postponements must 
be paid every year. 

In other words, the interest on this money postponed, they have to 
pay that eve ry vear. That comes into another ¢ category. Wl hat they 
have the right to postpone hereafter is $138,400,000 into the year 
next after the last year in which there is a postponed payment due. 
They would pay 2 percent interest annually on the whole amount 
of each postpone 1 installment, 

Mr. Zasnnockt. You have stated that the British had some reason 
to claim con eae of interest under the 1945 agreeme at and you 


claim that the legislation before us will carry out the original intent. 
If this lanalenion. s passed and if the British P avilaemaed agrees 


with the negotiated settlement. would that prevent the British from 
ming any cancellation of interest ? 

Secretary Humpnrey. That is right. That has gone right out of 
the agreement. The present waiver paragraph is eliminated—this 
very complicated paragraph goes out—and this very simple paragraph 


OOPS Mm. 


Mr. Zasiockt. | believe iIny time is up. 

Th nk Vor, Mr. Secretary. 

ae Hays of Arkansas. Mrs. Chureh 

Mrs. Crurcu. It is good to liste nto you, Mr. Secretary. 

I would like to ask two questions, if I may. ‘This is not for 


7 consecutive vears ¢ 

Secretary Humpurey. Absolutely not, and, in fact, I have a letter 
which I would want to put into the record here today to show that that 
IS not so. 

Mrs. Cuurcu. Why did you choose the magical number of seven 

Secretary Humpnrey. It was just a trade. I think they asked foi 
11, to begin with—we have been talking about this for 3 years. 
Three years ago, they asked for 15, originally. Then, it got down to 
11 for a while, and then it got to 9. We suggested 5. Before we got 
all through, there was a geat deal of discussion as to whether or not 
the postponed payments would bear interest. 

It was their feeling that in view of the fact that they contended 
they were entitled to cancellation of these amounts, that they were 
making a great concession by postponing instead of canceling, and 
they ought not to bear interest. 

We thought that was not right, and we insisted on interest, and 
the compromise seven was just agreed to as a reasonable figure. 

Mrs. CHurcu. There seems to me something fantastic in trying to 
estimate ahead the number of times that you will have to do this—to 
make it an arbitrary 7 or 9 or 11. 
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How do you know that the conditions would warrant this number 
and that further postponement might not prove necessary 4 

Secretary Humpnrey. I would put it this way: I think any agree- 
ment between nations or people that runs for 50 years, if it is going 
to be fairly carried out, will probably be changed 2 or 3 or 4 times 
during that period by mutual agreement to carry out—to fairly carry 
through what was originally the purpose. 

Mrs. Cuurcn. That leads to my next question, Mr. See ‘retary, and 
I want to assure you it implies no criticism. I want to ask about the 
historical proc ‘ess by whic 1 this was brought to us 

You have already signed the agreement; have you not ? 

Secretary Humpnrey. That is correct. 

Mrs. CuurcH. You are asking us for approval of action already 
taken ? 

Secretary Humenrey. That is correct. 

Mrs. Cuurcn. Could the approval be denied under such circum- 
Stances ¢ 

Secretary Humpnurey. Yes, Ma’am. 

Mrs. Cuurcn. What then would happen ¢ 

Secretary HuMPHREY. Then the original agreement stays in force. 

Mrs. Cuourcn. Is it customary—I imply no bitebidiann ih it cus- 
tomary for the Secretary of the Treas ury or a member of the executive 
branch to sign such an agreement without being able to guarantee 
confirmation ? 

Secretary Humpurey. Yes. That is the only way this could be 
carried out. The original agreement was done that way. The origi 
nal agreement was prepared in that form and then taken to their 
Parliament and to our Congress. 

Ll asked about that, as to the oo It is like this, if I can 
allustrate it clearly to you: If vou were my board of directors sitting 


at th Lis tab le and I was the president of a con mpany, the pres dent of the 
company would talk with the board and —_ with the board, and 
then the president would go out and he would make an agreement 


with somebody to buy a plant or to sell a p as or do something of that 
kind, and the agreement would all be worked out in all of ifs terms. 
And to make sure that the terms would be exactly carried out and 
everybody knew what they would be, | would sign that with the 
president of the other company, with whom we were de ling. and 
then we would each take it back to our boards of directors and ask 
the boards for confirmation of the contract. If the boards refused, 
the contract would fail. If the boards approved, the contract would 
be approved. 

Now, that is what you do every day in ordinary practice, and it is 
really the only practical way. Otherw ™ I would be coming to you 
saying, “I think we can do this. We haven't got any agreement on 
it. I don’t know whether the British would really do it or not, but 
they have said they would. If we would do it, they would do it.” 
And you are ina kind of never-ending arrangement because the Con 
gress might pass a law and the Parliament not accept it, and so on. 

Mrs. Cuurcn. Has the Parliament accepted this? 

Secretary Humpnrey. No. Asa matter of fact, my understanding 
is that Parliament is not required to take action; that all they do 
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is make a report to the Parliament, that they have the authority to 
do it, and they just report. 

Mrs. Cuurcn. Mr. Secretary, do you think that the situation _ 
Britain is so sérious that granting this release will help them enoug! 
to offset the loss of face that they cert: ainly will suffer ? 

Secretary Humrnrey. The loss of face ? 

Mrs. Cuurcu. There was for a long time in this country a deep 
resentment against the failure of Britain to pay what used to be 
known colloquially as a war debt. 

Secretary HHumpnrey. That is right. 

Mrs. Cruuren. That mitigated against a ereat deal of sentiment 
which might have been raised in support of Britain. I might add, 
particul rly in our section of the country. 

Now, at the present time, Britain has reestablished herself to a 
certain point, and we are coming up again and taking an action which 

il] have to be, in my mind, very care ‘fully explained to the American 
people or they will think once more that—the difference between can- 
cellation and waiving not meaning much to the man on the street, and 
he thinks we are being a little soft at the present time in not getting 
what is du 

Now, ! at rsonally think that the action of postponement is neces 
sary ; but I think we oucht toexplain it. 

Do vou think there will be, in your estimate, some loss of face again ? 

Te Ifumrnurey. | think you have put it exactly right. I 
think if the proposal is misunderstood, there will be. I think if 
lerstood, there will not be. 

The fact is here, that this is in no way a gift; it is In no way a 


the transaction is un 


release or mayeee of the kind. This is a compromise settlement of 
disputed term, 

The only reason Britain’s financial difficulties enter into it ata 
1s because that is what springs the trap, if you plea . That is what 
does it. That is what makes it pertinent to make the post ponement. 

ut What we are doing is simply taking the terms of a contract on 
which otherwise we could go into years of litigation and questioning 
2s to how you would proceed, and what would happen, and we are 
by mutual agreement compromising that dispute between us, that 
diffe re nce ot opinion betwee h us, as to what this thing does mean, 

Mrs. Cuvurcn. And then you could sum up by saying that there 
is absolutely no loss to us since we are getting interest on interest / 

Secretary Houmpnurey. That is right. ‘The other side of the thing 
is, they have a right to claim a complete waiver. 

Mr. Hays of Arkansas. Mr. Vorys has just called my attention to 
paragraph 3 of the agreement itself, and while I think the whole 
agreement should be in the record, I think it would be well at this 
point in the discussion, in answer to Mrs. Church’s question, to put 
the exact language in here at this place. 

Secretary Humrnrey. I think that is right. 

Mr. Hays of Arkansas. Read it, Mr. Secretary. 

Secretary Humpurey (reading) : 

This agreement shall become effective when the Government of the United 
States has notified the Government of the United Kingdom that the agreement 
has been approved by the Congress and the Government of the United Kingdom 
has notified the Government of the United States that the appropriate Partia 
mentary action has been taken. 
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So, you see, there can be no agreement until the Congress approves 


1G. 
Mr. Hays of Arkansas. Mr. O'Hara. 

Mr. O'Hara. Thank you, Mr. Chairman. 

Unfortunately, I arrived a little late. I have one question in my 
mind. The interest rate of 2 percent was set in 1945; was it not / 

Secretary Humeurey. That is right. 

Mr. O’Hara. Since that time, the interest rate that we have in our 
own country has very materially increased. 

Secretary Humpnrey. That is right. 

Mr. O'Hara. in entering into this new agreement and holding to 
the interest rate of 2 percent, are we making a concession to Great 
Britain ? 

Secretary Humpurey. Here was our dilemma with respect to that: 
On the big amount of this, of course, the interest rate is not in ques 
tion at all. The only interest that you have in question is the amount 
of interest on a postponement, So that the only interest you are 
talking about. as | say, isa re} 

The 2 percent holds throughout the whole period, as to the payment 
on the big debt, and it is simply these seven postponements that would 


itively very small thine, as to the whole. 


bear a different rate, if we had a different rate. 

Now, what we thought was this: If we were to adopt a different 
rate than the contract rate for this relatively small payment, this 
year it would be one thing. [Uf 2 years from now there was another 
postponement, the rate would be another thing. If 10 years later 
there was another postponement, it would be another thing, and we 
would wind up with all sorts of interest rates on little bits of pieces of 
this, while we still had the 2 percent on the basic amount. 

We thought that the fairest thing to do, taking the whole thine 
over the whole oO yeal s, was to have it 2 pe reent right straight through 
on all the money, the little as well as the big. 

Mr. O'Hara. Bearing in mind, Mr. Secretary, that you are entering 
into a new agreement 

Secretary Humpurey. Just as to one paragraph. 

Mr. O’Hara. I am wondering whether increasing the interest rate 
is one of the terms of the new agreement considered. 

Secretary Humrnrey. Notatall. Weare just clearing up one para- 
graph. That isthe only thing in dispute in any way. We were trying 
to arrive at what was fair to do, as against a complete cancellation, to 
substitute a postponement for a complete cancellation. 

Mr. Hays of Arkansas. Mr. Vorys. 

Mr. Vorys. No questions. 

Secretary Humpnrry. Mr. Chairman, I forgot. I was going to 
read this letter, and I will just read the letter, if I may, and put it in 
the record. 

This has to do with your question as to whether all seven deferments 


would be taken at one time or not. 
Now, the only reason that this became important was this, that the 
real purpose of this paragraph is to help to afford some relief in time 


of pressure. It is not just a fixed thing; it is to be used in pressure 
times, to meet a real need. 
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I have this letter dated March 6, 1957, signed on behalf of the British 
Ambassador : 

DeAR Mr. SEcrETARY: With reference to the agreement to amend the Anglo- 
American Financial Agreement signed today, I have the honor to inform you 
on the instructions of Her Majesty’s Government that it would not be its inten- 
tion to avail itself of the major part of the potential deferments in the years 
immediately succeeding the date of this agreement. 

Signed for the British Government. 

Now, the British have the opportunity to select them, but it is defi- 
nitely understood between us that it is not intended to be seven in 
a row. And I really did not think that this letter was necessary 
because I personally think that it would be very foolish to avail 
yourself of all of your outs at onetime. I think you ought to husband 
them and carry them along over a period. 

Mrs. Cuurcu. Mr. Secret: ry, we have no right of approval or dis- 
approvi al as to the time they may postpone, do we? 

Secretary Humpurey. No; we do not. 

Mrs. Cuurcn. Suppose we were in bad times ourselves, what would 
happen / 

Secretary Humpnurey. We would just be short this amount of 
collection. 

Mr. Hays of Arkansas. Mr. Fulton. 

Mr. Fuxron. I am glad to see the Secretary of the Treasury, Mr. 
Humphrey, here, and we think he is doing a fine job. We know what 
criticisms the Secretary gets on the various actions taken. But I hope 
that you will continue as Secretary for another 4 years, or a succeed- 
ing 4 years, with the permission of the Democrats at the table. 

[ am one of those few Republicans from Pennsylvania who in 1946 
voted favorably for the British loan. Iam likewise one of those who 
has now come into great difficulties on my position with Great Britain. 

Your comment that you made, here, had a very striking point to 
me when you said that the “present financial difficulties of Britain, 
that is what springs the trap.’ 

[ have been one in Congress who has been objecting strenuously to 

sritain “springing the trap,” hanging an 18-year-old young man on 
the island of Cyprus on March 14, 1957, because of his sent having 
possession of a weapon. Likewise, he pleaded guilty and then refused 
to appeal or ask the British for mercy after sentence. 

What has happened is this: We in America by helping Britain are 
keeping, indirectly, troops on the island of Cyprus. We are there- 
fore part of her policy y there. And the purpose of this loan of 1946 
was, as you stated it, that the United Kingdom should have some 
relief when its international exchange situation warrants. 

That means for Britain as a friendly ally, we were to deal with 
them not on a business basis but one of genuine sympathy, realizing 
that we have joint problems in the Atlantic area and that we should 
act together. 

Now, on this young man, Evagoras Pallikarides, in spite of the 
repeated represent: itions by Mr. C: abot Lodge, our United States rep- 
resentative at the United Nations, in spite of even Mr. Robert Murphy, 
the Deputy Under Secretary of State calling the Prime Minister of 
Britain the night before the hanging, to protest, this very severe 

89980—57 3 “+t 
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action was carried out which will further inflame the Cyprus situation. 
In spite of my talking to Sir John Harding, the Governor of Cyprus, 
by phone in the afternoon before the execution, the British executed 
him without an hour’s grace. Sir John Harding said to me that there 
is no place here for “sympathy or sentiment, that the law must 
proceed. 

Under those circumstances, it does cause quite a strain in relations 
with some of us when the British authorities say to adhere on 
Britain’s side, strictly to the letter of the law on an issue involving 
such a young man, and he is the ninth one executed in 10 months since 
June 1956. 

What is happening in Cyprus is that the young men of Cyprus 
have often been recruited by older persons. There have been attacks 
on British soldiers, and more severe action and hanging by Britain 
will provoke more reprisals. Under emergency regulations in Cyprus, 
the justice of the C ‘yprian courts, the speci: al Justice John, senior judge 
of the Cyprus special courts, says that the— 
burden of proof is not on the prosecution but it is thrown fairly on the shoulders 
of the accused person. 

Even when they are just charged with an action, the defendants 
must prove affirmatively they did not, or they are executed, in the case 
of simply carrying a weapon, without further proof. 

Now, to me, that is not in accord with British justice or British 
principles, and I object to it strongly, considering the fact they are 
now in a course of exec uting five more young men. 

May 10, 1956, the British on Cy prus execute «1 2 young men, age 22. 
On August 9, 1956, the British on Cyprus executed 3 young men, 2 of 
which were 22 and another 25. 

On i eg 2] , the British Government on Cyprus executed 3 
young men, 2, age 22, and 1, age 23 
* On March 14, 1957, over my great protest and our United States 
officials, they executed for the first time, someone who had taken no 
action but simply had the possession of a weapon, which was greased, 
was not loaded, which the judge himself admitted was not for the 
purpose of use by this young man as he did not even have the full 
weapon made up. The magazine was not even in it. 

The young man was the only one who surrendered and pleaded 
guilty, and mercy was not given to him. 

Now, at present there are in addition awaiting execution, sentenced 
on February 15, 1957, a young man aged 18, and sentenced to death on 
February 28, 1957, three young men, 1 young man aged 19, and 2 
young men aged 25. T here is one other young man sentenced to de: ath 
who was appealed. 

As a matter of fact, on March 13, 1957, the day before the proposed 
execution, that had been scheduled for March 14, 1957, the British 
Government on Cyprus commuted the sentence of a 17-year-old young 
man to life imprisonment when he was sentenced to death to be hanged 
on the following morning. 

On February 20, 1957, “there was a resolution passed 76 to nothing 
by the General Assembly of the United Nations, favored by Cabot 
Lodge and our Government, saying that the future negotiations in the 
handling of the Cyprus question were to be had under “United Nations 
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principles and under the United Nations Charter. But that is Febru- 
ary 20, 1957. Everybody thought that both Greece and Turkey, 
Cyprus as well as Britain, w ould then moderate their courses. But 
on February 25, 1957, Britain immediately sentenced to death this 
young man, and actually executed him when he was too proud to ask 
for mercy, and the British Governor said that the law had to take its 
course, 

The worst of it is that when I called in the afternoon before the 
execution, I offered at my own expense to give this young man a college 
education for 4 years. I said to Sir John Harding, “This unfortu- 
nately puts you in the position, Sir John, of ‘give you the young man 
and execute him in the morning or you give him to me to educate and 
we both will have a balanced young man with good judgment,’ who 
will probably like the British as I do.” 

Now, this brings up the problem of Britain ducking the respon- 
sibility by saying that this “hanging governor,” Sir John H: irding, 
has the right to hang any young man ‘he wants under eme rgency regu- 
lations and nobody can intervene because he has the final say on the 
laws. 

I would like to compliment Sir Roger Makins, the former British 
Ambassador to the United States, who intervened on my telephone 
call the night before the execution, and likewise our new United 
States Ambassador to Britain, Jock Whitney, whom we all know, who 
approached the Prime Minister about this distressing situation. 

Now, our problem in the United States is this: Does our policy of 
supplying Britain with funds back actions such as this that are need- 
less at this time and are inflaming this Mideast crisis further which 
involves all the Mediterranean and Atlantic basin nations? Shall we 
in the United States back the British Government further when they 
go through a series of executions of these young Cyprus men again 
and again ? 

I, for one, would like through you to request at the Bermuda meet- 
ing the strongest representations against the execution of these Cy- 
prus young men who are acting on patriotic motives for the freedom 
of Cyprus, in their opinion. 

Granted that they are hotheads and they think they are patriots, 
this young man, Evagoras Pallikarides, to his everlasting honor said, 
“IT know you will sentence me to death but whatever I did, I did as 
a Cypriot who wants his liberty.” 

That sounds remarkably to me like what the British did to a young 
man named Nathan Hale of this country, in American Revolutionary 
times, when he said, oe am sorry that I have only one life to give to 
you for my country.” 

Now, when these young men are men of good families, such as 
Pallikarides, the son of a police sergeant, and w vhen they stand up and 
frankly admit what they are doing, for John Masdier to be there in 
Cyprus and carry out without mercy the sentence and hang one young 
man after another, instes ad of possibly changing it to heavy terms, to 
me, that is murder, and it is plain murder. 

So, how can I join with the great Government of Britain, which 
I respect, when the Communist courts of Hungary do a better job in 
comparison and let’s face it. The young men in Hungary who had 
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weapons or who had actually taken part in rebellion, are before the 
Communist courts, on an emergency basis, and are sentenced to 5, 
10, and 20 years. I understand that ‘only in the event they are caught 
in the act of looting or killing are they sentenced to death. And 
we must in all justice say to the courts of Hungary, “You are doing 
better than Britain on Cyprus”—which they are. 

The question is this: The problem of the British loan, of course, 
involves on our part a matter of judgment, Sympathy, and under- 
standing with Britain’s financial difficulties. 

If we on this Committee have that sympathy and understanding 
as regards dollars and pounds, how are we on this Foreign Affairs 
Committee to proceed with a government which disregards the reso- 
lutions of the United Nations Assembly of February 20, 1957, which 
in effect asks for moderation of policy for Cyprus under the United 
Nations, and then the British proceed individually to take harsh action 
such as hangings which prevent mediation and negotiation / 

Should we then say to the British Government “Let’s look at this 
whole problem, together.” And should not we at the same time Say 
to them, “Let us try as part of the Mideast policy to come up at the 
same time with something that is of moderation and get away from 
the extremes, just as we are try ing to do on the extension of the British 
loan agreement’ ¢ 

I want to ask the Secretary this: Should other factors be considered 
n the overall general United States-British policy as well as this 
loan? Should we look at an area of reference of studying maybe a 
lot of these things at the Bermuda Conference and obtaining a recom- 
mendation there before Congress acts ? 

Secretary Humpurey. I would like to answer that, Mr. Chairman, 
if I may, and it will only take me a minute 

I think we ought not to, Mr. Fulton, very d lefinitely. I think that 
the proposed amendment is not that kind of question. This is not 
a question of foreign policy in any respect. ‘This is not a question 
of aid to Britain or whether or not we will give aid to Britain or 
anything of that kind. 

What we do with respect to Britain was fixed 10 years ago in this 
agreement. We either have to go to a lawsuit, a ae il argument, 
or we have to make a settlement because of the terms of this. All 
we are proposing to you is that, instead of having a lawsuit by which 
they might cancel off a couple of billions of dollars, we agree to a 
new phraseology which will permit them to postpone and pay interest 
on $1 billion. 

Now, I think it has nothing to do with all of these other issues. | 
think we are far better off to postpone and get interest on $1 billion 
than we are to go to a lawsuit in which we might lose entirely the 
collection of a good deal more than $1 billion. 

Mr. Hays of Arkansas. All right. Thank you. 

We must give the other members an opportunity to interrogate. 

The Chair did not mean to interrupt you, Mr. Secretary, if you 
have completed your answer? 

Secretary Humpurey. I was through. 

Mr. Hays of Arkansas. Mrs. Kelly. 

Mrs. Ketty. Thank you, Mr. Chairman. 
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Mr. Secretary, I welcome you here. In spite of the fact that I have 
been tussling with my income tax over the weekend and find I cannot 
postpone the payment to 2001—— 

Secretary Humpurey. Don’t have me like Great Britain and hold 
me for all my sins. 

Mrs. Ketiy. I am also thinking of the troops in Northern Ireland 
that I would like to have taken out of there and help Great Britain 
meet its other commitments. 

To return to the issue before us, I am wondering, Mr. Secretary, 
if this is the forerunner of any United States future policy or respon- 
sibility that the United States will develop toward the entire sterling 
area ¢ 

Secretary Humpurey. In one way, I would hope that it would be, 
for this simple reason: If there are similar circumstances which arise, 
if at sometime in the future we come to some agreement where the 
terms are not clear and where the alternative is a lawsuit, I think 
it is far better to settle it by mutual agreement in a fair way than it is 
to go to a long lawsuit. 

On the other hand, I think this has nothing whatsoever to do with 
our future policy with respect to gifts, leniency or anything of that 
kind, to Great Britain. This is the settlement of an incipient lawsuit 
on what I think are advantageous terms to us and fair terms for them. 

Mrs. Ketiy. Thank you, Mr. Secretary. Could you tell me to whom 
Great Britain owes other debts ? 

Secretary Humrnrey. I cannot tell you what it is now, and I do not 
think it is important now. 

Mrs. Ketiy. By any chance do they owe any financial debt to Rus- 
sia or Red China or anything? 

Secretary Humrurey. I cannot tell you that. 

Mrs. Ketty. How much is this total deferment? The original loan 
was $334 billion ? 

Secretary Humeurey. The total deferment would be $1,050,400,000. 
I just ficured it out, and the way to do it is this: You take $138,400,000, 
multiply it by 7, that is $968.8 million; and you add to it the interest 
which has been postponed now of $81.6 million, and you come to a 
total of $1050.4 million. 

Mrs. Ketiy. Then they have lived up to their contract to that point, 
or to their contract to that point ? 

Secretary Humpnrey. That is correct. 

Mrs. Ketry. Did you discuss with them their ability to pay in a 
reduced amount instead of this postponement ? 

Secretary Humpnrey. Yes, we talked about that, and we thought— 
you see, when you go to something of that kind, it becomes an annual 
matter. You have to talk about it every single time. 

We thought that it was far better, as I say, to adjust what must be a 
legal controversy once and for all, and get it over with, in a sim} i 
way, rather than to have an altercation every single time the re. 
came up. 

You see, you must always remember this: They claim the right to 
complete cancellation. Now, they were claiming that right on this first 
81 million, the vy did not pay it tous. They claimed they had the right 
to cancel it and that would be the end of it. Now. if we were going to 
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adjust it so we would ever get it, we had to do it on a basis of a change 
of the wording of the contract. 

Mrs. Ketiy. They claimed complete cancellation because of their 
financial difficulties ¢ 

Secretary Humpurey. No; because of the wording of the contract. 
The contract gives them the right to cancel. This contract gives the 
absolute right of cancellation, under specified circumstances. 

Mrs. Kevry. Then, they must be in financial difficulty to find need 
of this. 

Secretary Humpnrey. That is right. 

Mrs. Ketiy. How could they be in such financial difficulties? The 
United Kingdom gross national product and the industrial production 
has increased at the same time from the years 1951 to 1956. 

Senator Humpnrey. That is right, Mrs. Kelly, but whether you can 
pay your bills or whether you can maintain your currency or not has 
very little to do with what your gross product is. 

Their reserves were dropping very rapidly. There was an incipient 
run on the pound, and Great Britain was on the edge of serious diffi- 
culty, which, of course, would have been immediately reflected upon 
us here at home, in the fall of last year. 

Mr. Zasiockt. Will the lady yield for a brief question at this point ? 

Is this the first time the British requested or entertained the idea of 
canceling or postponing their obligations? 

Secretary Humpnrey. No. What they have done is this. They 
have asked us to correct or work out a solution. 

Mr. Zasiockt. When did this happen ? 

Secretary Humpnrey. About 3 yearsago. But they did not ask for 
the postponement or cancellation at that time. They wanted to get 
the controversy settled so that if events requiring action occurred, then 
payment would be postponed or canceled. 

Mrs. Ketity. Thank you. Mr. Chairman. 

Mr. Hays of Arkansas. Mr. Vorys. 

Mr. Vorys. Mr. Secretary, I voted against the British loan agree- 
ment in 1946 but I am for this amendment to it. I voted against the 
British loan because, in a conversation with Lord Keynes, he said it 
was not enough to get the British out of their troubles, and I thought 
if it was not good enough for him from one angle, it was not good 
enough for me from another angle. 

In the Truman-Atlee statement of December 6, 1945, there was this 
statement : 

This credit would make it possible for the United Kingdom to relax import and 
exchange controls including exchange arrangements affecting the sterling area, 
in general to move forward with the United States and other countries toward 
the common objective of expanded multilateral trade. 

As I understood it, there was a gentleman’s agreement that Britain 
would drop exchange controls in a year—at least, Britain said that 
within a year after the original loan they were going to move toward 
convertibility. 

I was in England in the late summer of 1947 when, as I remember 
it, they tried it and used up most of the British loan in a vain attempt 
to maintain a convertibility that they and the naughty world were just 
not ready for. 

Secretary Humpnrey. That is right. 
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Mr. Vorys. How much of it did they use up at that time ? 

Secretary Humpurey. I do not remember, Mr. Vorys, but the fact 
is that they did attempt it and it did fail. 

Mr. Vorys. Would you get that in the record? You have some 
later background history on the loan here for the record, but not that 
earlier part. 

Secretary Humpnrey. I do not know that we can tell you how much 
of the loan was used in that way, but we can tell you about their 
reserves. 

(The information requested follows :) 


Drawings by the United Kingdom under the Anglo-American Financial Agreement 


July 18, 1946 __- $300, 000, 000 | July 10, 1947...______- $100, 000, 000 
Sept. 5, 1946 eke 100, 000, 000 |} July 14, 1947____----__ 150, 000, 000 
Oct. BA: TG wneccn ou 200, 000, 000 | July 25, 1947_.________ 800, 000, 000 
Jan. 2, 1947 . 200, 000, 000 | Aug. 11, 1947...-_---_ 150, 000, 000 
Feb. 20, 1947__~- ; 100, 000, 000 | Aug. 21, 1947. _--. rene 150, 000, 000 
Mar. 10, 1947- ‘ 200, 000, 000 | Aug. 25, 1947___._--__- 150, 000, 000 
pO ae a) |) 200, 000, 000 | Aug. 29, 1947____--___-- 150, 000, 000 
pS Os ee > 50, 000, 000 | Dec. 8, 1947__-__--_-- : 100, 000, 000 
BOP. Fi BO acitccimne | SOOO Goel we. oF dee sccno kee 100, 000, 000 
BAO 0, 2 teers 200, 000, 000 | Feb. 4, 1948__.-.------ 100, 000, 000 
June 2, 1947____._-____ 200, 000, 000} Mar. 1, 1948_____----__ 100, 000, 000 
June 20, 1947_______- 100, 000, 000 | cent 
a oe | 150, 000, 000 Total .......... 3, 7G Oe OO 





United Kingdom gold and dollar reserves by end of quarter dates 


{Million dollars 





Year June 30 a0 | Sept. Dee. 31 Mar. 31 
—_—-_ — _ - = EEE = = j nee ee “| —_ —— | —— — 
1946-47 ae Seoeeete tee 2, 301 | 2, 682 | 2, 696 | 2, 380 
RITES iis cineca inti inp diadnca eames asaa’ ,410 | 2, 383 | 2, 079 | 2, 241 
Source: United Kingdom Command Papers on Balance of Payments. 


Mr. Vorys. In any case, it is perry obvious from reading this 
Truman-Atlee statement of December 6, 1945, that this loan did not 
accomplish what it was intended to atcmaiis because it was fol- 
lowed up later with a whole lot of lend-lease for which we are not 
being paid anything. 

Now, as I understand it, there is no provision as to gold payment 
or any arrangement as to the devaluation in the loan. ,Their pounds 
are whatever they are. 

Secretary Humpnrey. This loan is a dollar loan. We get dollars, 
we do not get pounds. 

I spoke of devaluation, but it was devaluation with respect to their 
other creditors. They have a lot of pound ec reditors. 

Now, the creditors that that loan envisioned be ing readjusted were 
pound creditors. Those pound creditors, when the pound was revalued, 
got a reduction of 30 percent, so there was a revision of those pound 
creditors but that did not affect us because we were a dollar creditor. 

Mr. Vorys. And we were in the original loan, too ? 

Secretary Humpnrey. That is correct. 

Mr. Vorys. Now, one other question. Since the World War I loans, 
part of which was forgiven and subject to moratoriums and one thing 
and another, it has been the style, particularly since World War II, 
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for bankers and others to say that a foreign loan is just the same as 
a foreign grant, you are not going i be paid, you will be called Uncle 
Shylock, and so forth. 

As I remember it, the postwar record is not that w ay. We had 
credits or loans of about $11 billion out of our ap proximately $55 
billion of foreign aid, and we have gotten paid back by now, I think 
it is $4 billion in principal, isn’t that about right ? 

Secretary Humrnrey. We got nearly $1 billion on this one alone 
In principal and interest. 

Mr. Vorys. I imagine you probably have not got it immediately at 
hand but would you put into the record at this point the record of 
post-World War I] loans and credits, government-to-government, 
i the payments in principal and interest ? 

Secretary Humpnrey. We . do that. 

(The information requested follows :) 


UNITED STATES GOVERNMENT FOREIGN CREDITS IN THE POST-WAR PERIO 


Page S-4 of the Commerce Department publication entitled “Foreign Grants 
and Credits by the United States Government” (Issue for September 1956 quar- 
ter) shows the following credits to all foreign countries by the United States 
Government in the postwar period, July 1, 1945, through September 30, 1956 (in 
millions of dollars) : 

All foreign 
countries 
12, 661 


9) OF 


I NN cies ple emma eae ine 


Gonversions into credits.._.............- Le A ae aa x tac mae 
SrA ane eis tbat Coxcamnaalinet as were 2a Oe 
ge i ls ai ial eee | 
NR a ares edi ease all _ 10, 894 


Interest payments...............- ge aa alee ee SE 21. 698 


1Including some repayments on credits disbursed prior to July 1, 1945. 
*Through June 30, 1956. From p. S-71 of “Foreign Grants and Credits by the U. S. 
Government” (issue for June 1956 quarter) 


Mr. Vorys. Do you know offhand the extent to which there have 
been defaults or deferments in payments? 

Secretary Humrpurey. No, I could not tell you, but there will be 
some substantial repayments. 

Mr. Vorys. I think that it is quite important that we get in here 
right at this point, that information, because the public and the Con- 
gress, due to the World War I experience, have a completely erroneous 
idea as to the nature of post-World War II loans and repayments. 

Thank you, very much. 

(The Treasury Department furnished the following information :) 

As of June 30, 1956, $75 million of principal and $28 million of interest were 
90 days or more overdue and unpaid on United States Government foreign loans 
(excluding World War I debts). About $66 million of the overdue principal 
and about $16 million of the overdue interest pertain to loans and credits repre- 
senting settlements of wartime operations. In addition, about $5 million of 
principal on United States Government foreign loans has been charged off as 
uncollectable. 


Secretary Humpnrey. You see, we have gotten, Mr. Vorys, $773 
million in principal and interest on this loan itself. 

Mr. Vorys. As I understand it, I could not tell it although this 
amendment apparently refers only to the 83.75 | illion icon this defer- 
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ment—this “bis,” extends both to the repayment of the main loan and 
the lend-lease settlement as to the principal and interest payments ‘ 

Secretary Humpurey. This principle will apply to three things. 
It will apply to our British loan, it will apply to our lend-lease and 
surplus property settlement, and it will apply to the ¢ ‘anadian loan. 
They will all be handled the same way. 

Mr. Vorys. Even though the amendment set forth on pages 2 and 
3 of the Presidential message does not apparently refer in its text to 
the lend-lease settlement ? 

Secretary Humpnurey. No. ‘The lend-lease agreement in and of 
itself provides that it will be handled in the same way the loan is 
handled. When you approve one, the other automatic: ally follows, and 
the Canadians are going to do the same thing, which of course we do 
not have to pass on, but which is part of the whole arrangement. 

Mr. Vorys. But as a legal matter when you amend this one, the other 
carries it through to the lend-lease ¢ 

Secretary Humpurey. That is right. 

Mr. Hays of Arkansas. Mr. Secretary, have the British indicated 
whether or not they intend to ask for postponement of the December 
31, 1957, installment 

Secretary Humpurey. No; we have no indication about it. My 
guess would be they would, but we haven't any indication. 

Mrs. Cuurcu. They would or would not ? 

Sec oe ivy Humpnrey. Would. 

Mr. Hays of Arkansas. I might say for the information of the com- 
mittee that we will have an opportunity in executive session to talk 
with the Secretary of State this very day, and I am sure Mr. Fulton 
will have an opportunity to interrogate him on the foreign-policy 
aspects, 

Mrs. Cuurcn. Mr. Chairman, may I raise a question: I was inter- 
ested in the fact that the Secretary made the statement that this had 
nothing to do with foreign policy, and I wondered therefore why the 
Foreign Affairs Committee is sitting on this particular legislation ¢ 

Mr. Hays of Arkansas. Mr. Vorys wants to answer that, Mrs. 
Church. 

Mr. Vorys. Because in the Legislative Reorganization Act of 1946, 
in the jurisdiction of the Foreign Atfairs Committee were inserted the 
words “foreign loans.” Before that, Banking and Currency handled 
the British loan and similar arrangements. Since then, I presume that 
is part of our jurisdiction. 

Mrs. Cuurcu. If the gentleman would yield, have we handled all 
loans made since that time in this committee foreign loans? 

Mr. Vorys. I do not know. It does not include Export-Import 
Bank loans. 

Mr. Hays of Arkansas. Well, Mr. Vorys is correct, though, that it 
is governed technically by the provisions of the 1946 Reorganization 
Act. Some matters affecting foreign policy go to the Commerce Com 
mittee and a lot of times it dey ends on the basic act which any bill 
would amend. 

For ex: unple, the question of German assets, while it very much in- 
volves foreign policy, went to the Interstate and Foreign Commerce 
Committee, because it amended the Trading With the Enemy Act. 

Mrs. Cuurcn. Did this resolution go to the Foreign Rel: ations Com- 
mittee in the Senate, this proposal ? 


89980—5 7——4 
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Secretary Humpurey. It went to Banking and Currency. 

Mrs. Cuurcn. I asked the quest ion because I have had members of 
the Banking and Currency Committee of the House claim that this 
legislation should have been sent to that committee. 

Mr. Hays of Arkansas. I was surprised to see it coming here, and 
I think Mr. Vorys has the answer. 

Mr. Fuuron. This is a new day when I hear the Secretary of the 
United States Treasury say that foreign loans are not a part of for- 
eign policy of this great United States Government. 

Secretary Humpurey. Let me put it this way: What I meant by 
not being any part of foreign policy, this particular thing is not a 
foreign-policy situation. This particular thing is the amendment of 
a contract. It is a compromise on a dispute on a contract. 

Now foreign policy is involved as to whether you want to compro- 
ane or whether you want a lawsuit or what you want to do, I suppose. 

I do not want to have this confused with thinking of whether you 
are making a new loan or doing something soft for E ngland. You 
are not. You are making a very good settlement of a dispute in an 
existing contract made years ago. 

Mr. Furron. M: ay I ask a question that is legal as to the wording 
of a contract: Could you not enter an action before the Court of 
International Justice at The Hague to get a ruling on the language 
of the present British loan agreement ? 

Secretary Humpurey. I suppose we could do that; but, as I say, I 
think this is very much better. 

Mr. Futron. As to United States policy, when you speak of the 
Department of the Treasury adopting a policy here of collecting inter- 
est on interest payments that might be in default, that is illegal in 
both the great States of Pennsylvania and Ohio to do such a thing. 

Secretary Humpnurey. It is not illegal for us. It is not in default, 
Mr. Fulton. We are not collecting interest on a default. We are 
collecting interest on a legal postponement, which is perfectly legal 
in Pennsylvania or Ohio. 

Mr. Fuiron. On a matter Mr. O’Hara brought up as to the interest 
rate on a current obligation that is really being made anew, why 
doesn’t the United States Treasury conform to the usual rate of inter- 
est? Is it not bad policy for the United States Treasury De ee irtment 
to lend to 1 person or country abroad at 1 rate of interest, 2 percent, 
and the others at a different rate on a current item ? 

Secretary Humpurey. We have already made a 2-percent loan and 
this is carrying on that same loan at that same rate, rather than at 

varying rates. 

Mr. Furron. Is this part of any general plan for the sustaining of 
the sterling area by United States Government financing? 

Secretary Humpnrey. Not at all. 

Mr. Furron. That is all. 

Secretary Humpnrey. Although it will contribute to that. 

Mr. Furton. But this is not just the first in a step of a series of 
actions that has a general basis as an area of reference of sustaining 
the sterling area against defaults? 

Secretary Humpnrey. No. 

Mr. Funron. If we in the United States are assuming always to 
be looked to for help when Britain gets in trouble, then we are to be 
called on, I think Congress should know it now. 
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Secretary Humpnrey. I think so, too, and that is why I want to get 
it clear, and say it again: This is the settlement of a disputed contract. 

Mr. Funtron. And you do not expect to come up here for Britain 
again soon ¢ 

Secretary Humpnrey. And it has nothing whatever to do with any- 
thing but that, directly. Its indirect effect is helpful to them. It is 
not as helpful to them as it would be if they canceled. 

Mr. Furron. You do not expect to be coming before Congress at 
Britain’s next financial embarrassment and asking us to make up any 
deficit for them ? 

Secretary Humpnurey. Deficit where, or how? 

Mr. Furron. That they might have in budgetary matters in Britain ? 

Secretary Humpnrey. I am not going to say what we will do if 
something happens to Great Britain. W hat would hi appen to America 
would be very, very serious if the pound went all to pieces. 

Mr. Fuuron. But there is no commitment on this, that we do any- 
thing in the future ? 

Secretary Humpurey. This has nothing to do with a future general 
plan. 

Mr. Fuuron. Thank you. 

Mr. Hays of Arkansas. Mr. O’Hara. 

Mr. O’Hara. Mr. Secretary, I am merely seeking a little light in 
a field in which I am darkly ignorant. When did Britain first raise 
this legal question ? 

Secretary Humpnrey. About 3 years ago. 

Mr. O’Hara. Did she press it upon the occasion of the last payment 
by Britain ? 

Secretary Humpurey. Just now? 

Mr. O’Hara, Yes. 

Secretary Humpnrey. Yes, she did. That is when she did not 
make the payment. 

Mr. O’Hara. Well, the year before ? 

Secretary Humpurey. No, not the year before. 

Mr. O'Hara. I gathered from your statement that there was no 
claim at that time. 

Secretary Humpurey. It was brought up, but the last previous pay- 
ment was made. As I have outlined to you, the interest was held up 
in 1956 pending the determination of this controversy. 

Mr. O’Hara. You are satisfied, Mr. Secretary, that the point is not 
raised merely as an excuse for postponement of the payment ? 

Secretary Humpurey. There wasn’t any excuse. What they claim 
is that they do not ever have to pay us the interest for 1956. They 
held up this interest and it was paid into a special fund so that there 
woulk be no default claimed, the British claim being they would never 
pay it, that this agreement provided that they never need pay it, and 
that 7 should be canceled. 

Under the British position, the only reason we are getting it, or ever 
will get it, is because we make this arrangement between ourselves 
which changes these terms. 

Mr. O'Hara. Well, Mr. Secretary, what do the lawyers in the Treas 
ury Department—and there are no greater in the wor ‘lad—what do they 
say on it? 
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Secretary Humpurey. As to whether we would win or not 

Mr. O’Hara. Yes. 

Secretary Humpurey. It is a very doubtful thing. 

Mr. O’Hara. You have gotten opinions from them / 

Secretary Humrurey. No, we have not. We have discussed it and 
discussed it many times, and it is a very doubtful matter as to how this 
would work out. It is a very, very complicated -you have a very, 
very complicated provision and whether or not it could be worked out 
so that some court some day might say that that is sufficiently ade- 
quate compliance, I would have no way of knowing. 

Mr. O’Hara. Have you ever thought of getting a written opinion 

Secretary Humpnrey. I do not think it would be worth the paper 
it is written on. You will never know until you get to the last court 
of appeals’ final judgment. 

Mr. Vorys. Will the gentleman yield ? 

The Secretary of the Treasury is an experienced and distinguished 
lawyer himself. 

Mr. O’Hara. I know that. That is why I talk to him this way. 

Mr. Fuuron. And add the word “successful.” 

Mr. Hays of Arkansas. Mr. Zablocki 

Mr. Zastockt. Thank you, Mr. Chairman. 

Mr. Secretary, in stating that the British had 3 years ago initiated 
question as to the cancellation provision in the Anglo-American 
Finance Agreement of 1945—but. they have never really intended to 
press it, as you stated ? 

Secretary Humpnprey. Oh, no. What happened is this. When this 
was first brought up, the British were then considering the possibility 
of extending the convertibility of the pound. They were lining up 
their respective obligations all over the world to see wh: at those obliga- 
tions were, to determine how far they might go in extending con- 
vertibility and releasing some of these trade restrictions Mr. Vorys 
spoke about. 

They spoke about getting this matter settled, which is in clispute 
and which is an important matter to them, so we would know and they 
would know, whether there was going to be cancellation or what was 
going to happen to it, so they could make up their mind about releas 
ing some of these trade restrictions and going forward with con 
vertibility. 

We gave it consideration at that time. We discussed it at length, 
and we were unable to reach an agreement. Then they decided they 
could not go as far on their general situation as previously contem 
plated, and the matter was not quite so pressing. 

Then, the matter came up when we considered the same thing a year 
later. Now, the last time was when we had the run on the pound 
the fall, here. 

Mr. Zasiockt. This settlement was agreed to when / 

Secretary Humpurey. Just a short time ago. 

Mr. Vorys. The 6th day of March 1957. 

Mr. Zastockt. When did the negotiations take place ? 

Secretary Humpnurey. Since the late fall. 

Mr. Zasiocki. Was there any informal assurance that this relief 
would be decided upon—what I am trying to bring out, Mr. Secretary, 
did the British withhold the 1956 interest payment after they were 





————— 
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given some assurance that the negotiated settlement confirmed by 
this legislation would be forthe oming? 

Sec retary Huspurey. I told them if we could eliminate these can- 
cellations and put them into postponements and if these postpone- 
ments would bear interest and if the postponements were limited in 
number, that I would come to the Congress and ask them to approve it. 

Mr. Zastocki. And they had already withheld the 1956 interest 
payments ? 

Secretary Humpurey. We were negotiating at that time and when 
the time came they said, “If we pay it, what will we do, we will never 
eet it back. What will we do about it?” 

They finally said, “We will not send it to you, we will put it in a 
special fund so it can be held pending the determination.” 

And I agreed that could be done. I gave them my assurance that 
I would ask the Congress because I thought this was not only a right 
and fair deal, but an excellent deal for this country to make. 

Mr. Zasiockt. For 3 years, they were worried about their interna- 
tional exchange situation ? 

Secretary Humpnurey. That is right. They have been. 

Mr. Zasiocki. Nevertheless, they met their obligations. 

Secretary Humpnrey. Now. wait a minute. They met their obli- 
gations each time and they met their obligations this time. 

Mr. Zantockt. Less the interest payment. 

Secretary Humpurey. They made the interest payment. It was 
set aside. The money was put in a special fund to be paid or canceled 
depending on the outcome of discussions. 

Mr. Zastockt. That is unfortunate. They have that little wedge 
over us. 

Secretary Humrurey. I do not think that is a wedge. Why is that 
a wedge ? 

Mr. Zasiockt. It may cause Congress to give more sympathetic con- 
sideration to this proposal. 

Secretary Humpnrey. I do not think it would have anything to do 
with it. 

Mr. Zastockt. In your opinion, the British international exchange 
situation needs some relief. 

Secretary Humpnrey. That is right. And to confirm that, I will 
say we did a lot of other things besides this, last fall. 

The International Monetary Fund advanced them funds. The Ex- 
port-Import Bank made a secured loan to them. The British con- 
vinced them that they should grant a loan. There wasn’t any question 
in my mind that there was an acute situation last fall. It is over now. 

Mr. Hays of Arkansas. Mr. Vorys—— 

Mr. Vorys. I would just like to get straight what is at stake here. 
You furnished us a paper in whic h you say that the interest due on 
the loan from December 31, 1957, down to the year 2000 would amount 
to $2,064,700,000. Now, I read section 5 of the original agreement: 
“Waiver of interest payments’”—and it provides that in any year when 
a number of abstruse and complicated things happen, which I cannot 
figure out—‘the United States will grant the waiver.” 

Secretary Humrnrey. If that happened in every year, you would 
waive $2 billion. 

Mr. Vorys. So what we are talking about is if we went to the World 
Court every vear, and the World Court said, “Yes, Britain is right. 
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This is when 5 (b) and 6 (iii), and so forth, come into effect,” we 
would be out $2 billion in interest. 

Secretary Humrurey. If the conditions obtained we would lose 
$2 billion which we would never get paid. 

Mr. Vorys. No, it wouldn’t be. You have already been paid four 
hundred and twenty-four. 

Mr. Scripner. With the lend-lease in, it could be about $2 billion, 
if the conditions obtained. 

Mr. Vorys. Well, I think this is a fairly good deal. 

Secretary Humpurey. That is what I keep telling you. You save 
up to $2 billion and postpone a billion dollars and cet interest on it. 
{ cannot see what this is all about. It looks to me like a cinch. 

Mr. Furron. That is on the basis that Britain was unwilling to pay 
and exercised her legal rights to the full. 

Secretary Humpnrey. If she just exercised her rights and the con- 
ditions obtained. 

Mr. Furron. I had the same question Mr. Vorys had. I was going 
to ask you the same thing, to put the statement in of the United States 
loans, credits, and grants payments to Britain. My request was to 
include lend-lease from the beginning of lend-lease, to date. 

I would like to start with a balance sheet of Great Britain and the 
United States, at the beginning of lend-lease, and then follow that 
balance sheet through, if you ¢ ould, showi ing the lend-lease obligations, 
the settlements, and that sort of thing. 

Secretary Humrpurey. It is getting pretty difficult to do that one, 
but we wili see what we can do about it. 

You see, what Mr. Vorys asked for is straight loans. We can get 
that. Your question might cover sales and all kinds of things. 

Mr. Fuuron. Just a general short summary. If you w ould give us 
a short history of the balance sheet between Britain and the United 
States, I certainly believe it would be helpful. 

Secretary Humpnrey. We will see if we can do it. 

(The information requested is as follows :) 


UNITED States GOVERNMENT WARTIME LEND-LEASE AID AND Postwar GRANT AID 
To Unrren KIncpom 


Pages 87 and 91 of the Department of Commerce publication entitled “Foreign 
Aid by the United States Government, 1940-1951” show the amount of lend- 
lease aid utilized by the United Kingdom during World War II and reverse 
lend-lease. 

Page S—10 of Department of Commerce publication Foreign Grants and Credits 
by the United States Government (issue for September 1956 quarter) gives 
United States Government nonmilitary grants to the United Kingdom and de- 
pendent areas in the period July 1, 1945, through September 30, 1956. 


Wartime assistance: 


Billions 

Lend-lease (including military) —~___~_- Ee OOS EY RAE ear OaeeT $28. 6 

I eh merece » MD 

Net lend-lease_____-____- Falls led eed ede dlls ened ch Sheen i sadksle pudieis cs dosalhehh ces 23. 6 
Postwar assistance: 

ere arent SemeiOmsevee ey) 853 os oo 3.8 


Less conversions into credits, reverse lend- lease, returned lend-lease, 


and counterpart funds__________-___-_____- ee a eee *i.1 
I i a sl i dail ala fe call =. % 


1 Reflects postwar settlement for lend-lease and other aid extended both in war and 
postwar periods. 
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United Kingdom debt record on U. 8S. Government loans and credits as of 


Dec. 81, 1956 


[In millions of dollars} 























Repayments Principal 
Debt outstanding Interest 
Period con- die col SD 3S Fe 8 re 
tracted | | unpaid 
Prin- Interest | Not yet | Due and 
cipal due unpaid 
nqrnianediiaaiecmaeeneni ‘ caiiealadll sik s ilieatacnsaelalddalenes sunita dies sale senineemiane 
World War I_--- 1 $4, 802 $434 $1, 591 $3, 289 $1, 079 $3, 719 
World War II “ 434 434 64 " a not a 
on OS ree peepeenerenrennnnnmnnessance> [peneseeneneseseastns [eae 
RFC... 390 390 64 
Lend-lease silver- 44 244 
Post-World War II 4,782 | 365 459| 4,417 Bo ‘ 
British loan... ‘ 3, 750 280 366 3, 470 ne (’) 
Mutual security 391 l 34 390 
Lend-lease settlement and surplus | 
property. . 622 69 59 | 553 | 
Lend-lease silver. 19 | 215 | 4 _— 





1 Includes prefunding principal repayments of $202 million plus funded debt of $4,600 million. 
? Based on United Kingdom shipments data. 


8 $81.6 million of interest in special United Kingdom account pending consultations with U. 8. Govern- 
ment. 


Source: Treasury Department, June 30, 1956, Supplement to Memorandum Covering the World War 
Indebtedness of Foreign Governments to the United States (1917-21); Commerce Department, Foreign Aid 
by the U. S. Government, 1940-51 and Foreign Grants and Credits by the U. 8. Government. 


Mr. Hays of Arkansas. The committee is adjourned subject to the 
call of the Chair. 

Mr. Fuuron. May we thank the Secretary? He is always a good 
witness and friendly. 

(Whereupon, at 12:05 p. m., the suhcommittee was adjourned, to 
be reconvened tomorrow, March 19, 1957.) 








AMENDMENT TO THE ANGLO-AMERICAN FINANCIAL 
AGREEMENT 


TUESDAY, MARCH 19, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON Foreign Economic Poricy oF THE 
ComMMITTEE ON Foreign AFFAIRS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10: 40 a. m., in room G-3, 
United States Capitol, Hon. Brooks Hays (chairman of the subcom- 
mittee) presiding. 

Mr. Hays of Arkansas. The subcommittee will be in order. 

The subcommittee will resume its hearings on House Joint Resolu- 
tion 271. This morning we are very happy to have as a representative 
of the Department of State, Assistant Secretary Thorsten V. Kalijarvi. 
He is accompanied by Mr. M. D. Goldstein, International Finance 
Division; Mr. Isaiah Frank, International Trade and Resources Divi- 
sion; Mr. Bernard Norwood, Trade Agreements and Treaties Division ; 
and Mr. Marselis C. Parsons, Jr., Office of British Commonwealth and 
Northern European Affairs, of the Department of State. 

Mr. Secretary, you may proceed as you wish, make a forma] statement 
or read your statement, as you care to do. 


STATEMENT OF HON. THORSTEN V. KALIJARVI, ASSISTANT SECRE- 
TARY OF STATE FOR ECONOMIC AFFAIRS 


Mr. Kauisarvi. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, I am here this morn- 
ing to express the support of the Department of State for the agree- 
ment of March 6, 1957, amending the Anglo-American financial 
agreement of 1945. 

The Department of State supports the amendment before the com- 
mittee because we believe that it meets a real need in a simple and 
equitable manner. In these fundamental respects, it has the attributes 
of a desirable and sound agreement—one that is good for both parties, 
the United States and the United Kingdom. Secretary Humphrey 
has shown how the interests of the United States have been safeguarded 
in the amendment. 

The 1945 agreement looks far into the future. The last payment is 
scheduled to be made more than half a century after the agreement’s 
signature, which took place at the end of a long, disruptive war. It is 
understandable that in these circumstances the two Governments 
agreed to provide in some measure for the economic fluctuations of the 
uncertain years ahead. This was done by creating a formula under 
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which the United Kingdom would be able to obtain relief from interest 
payments when its international financial position was strained. This 
formula provided for a waiver of interest under specific conditions and 
was made an integral part of the agreement—part of the bargain, so to 
speak. 

As the Secretary of the Treasury has indicated, the two Govern- 
ments became aware a few years ago that the application of the waiver 
oe would present a knotty problem. The financial conditions 
and relationships on which the waiver provisions rested had evolved 
in ways not anticipated in 1945. Thus, when the time came to consider 
how the waiver provisions might be applied, they were found not to 
be workable. It became clear that this problem would have to be 
resolved if the nullification of an important feature of the agreement 
was to be avoided. In the circumstances, considerations of good busi- 
ness, constructive foreign policy, and fair play dictated that the two 
Governments jointly find an answer to the problem—in particular, 
an answer that would carry out the spirit of the agreement by main- 
taining the balance of rights and obligations that the two Govern- 
ments had agreed upon in “1945. 

The answer, agreed upon through amicable negotiations, is embodied 
in the amendment now before the committee. It provides for a lim- 
ited number of deferments of interest and principal, on which interest 
will have to be paid annually, and terminates the provisions which 
provided for the cancellation of interest payments. The new arrange- 
ment does not give either party unreasonable advantages nor does it 
place on the parties unreasonable burdens. And, as we believe a study 
of the arrangement will reveal, it is clear cut and simple. 

Now I wish to turn to a subsidiary matter. At the same time as the 
two Governments negotiated the financial agreement of 1945, they 
also worked out a settlement for lend-lease and rec iprocal aid, surplus 
war property, and claims. In the joint statement of December 6, 1945, 
it was agreed that the British liability to the United States under the 
settlement would be dischar ged on the same terms as those laid down 
in the financial agreement. The provisions of the amendment to the 
financial agreement will therefore be applicable, when approved, to 
British obligations under the lend-lease and surplus-property settle- 
ment. 

The total British liability under the settlement was established at 
$622 million. Annual installments of principal and interest, com- 
bined, amount to about $19 million. Payments to date approximate 
$128 million, or about $70 million on the principal and $58 million in 
interest. These sums comprise payment in full of installments due 
from 1951, when the first payment was required, through 1955, in 
addition to the payment against the principal due in 1956. Interest 
of about $11 million due in 1956 was withheld and set aside in a 
special account pending the outcome of the British claim for a waiver 
of interest. These amounts are covered by the total figures presented 
by the Treasury Department yesterday. 

Under paragraph 6 of the joint statement, the United States is 
entitled to draw up to $50,000,000 in sterling for financing agreed 
educational programs, which the Congress has provided for in the 
Fulbright Act, and for the purchase or construction of buildings for 
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United States Government use. Any sterling that we draw under this 
provision is charged against the amount due to us under the settlement. 
According to the original understanding, this arrangement was to end 
at the close of 1951; this was later changed to the close of 1958. 
Since 1958 is not far off and since about half of the $50,000,000 has not 
been used, the Department of State took the opportunity afforded by 
the recent discussions on the financial agreement to propose that the 
sterling drawing arrangement be extended for an additional period. 
The British Government responded by indicating its willingness to 
elminate the termination date entirely. This change means that the 
remainder of the sterling drawing rights will be available at any time 
during the life of the settlement to carry out educational and building 
programs authorized by the agreement. 

To sum up briefly, the amendment before your committee has the 
limited though important purpose of remedying an unanticipated 
defect that appeared in the 1945 agreement. The amendment pro- 
vides a remedy that is simple in form and equitable in substance. 
By so resolving a problem that has arisen under the 1945 agreement, 
the amendment will contribute to friendly and cooperative relations 
between the two countries. 

That ismy prepared statement, Mr. Chairman. 

Mr. Hays of Arkansas. Thank you, Mr. Secretary. 

It appears that the loan and the lend-lease settlement are carried 
as separate items for bookkeeping purposes; is that correct? 

Mr, Kauisarvi. They are separate transactions. 

Mr. Hays of Arkansas. Were they tied up together at the time the 
British loan was made? 

Mr. Karisarvi. They were. 

Mr. Hays of Arkansas. So it is largely a bookkeeping matter, isn’t it ? 

Mr. Kauisarvi. I think it is, Mr. Chairman. 

Mr. Hays of Arkansas. The $138 million figure that Secretary 
Humphrey gave us yesterday represents principal and interest, an 
annual installment covering both the loan and lend-lease? 

Mr. Kauisarvi. That is correct. 

Mr. Hays of Arkansas. For all intents and purposes it is one ar- 
rangement, it is one transaction ? 

Mr. Katisarvi. That is correct. The figures were $119 million, 
roughly, on the loan, and $19 million on the lend-lease. That makes 
$138 million. 

Mr. Hays of Arkansas. Mr. O’Hara. 

Mr. O’Hara. I am trying to get it clarified, Mr. Chairman, in my 
own mind. The last payment under the terms of the existent agree- 
ment is to be made in what year ? 

Mr. Karisarvi. 2000. 

Mr. O’Hara. Under the agreement as it now stands, the last pay- 
ment is due in 2000? 

Mr. Karisarvi. Yes, that is correct. 

Mr. O’Hara. How much beyond the year 2000 does the proposed 
new agreement extend the due date of the jast payment ? 

Mr. Kattsarvr. For 7 more years. 

Mr. O’Hara. There are certain times when the United Kingdom 
can have a postponement of payment merely by making the request? 
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Mr. Katrisarvi. That is correct. May I correct the last statement, 
because there is a postponed interest of this year, which would mean 
rather than 7 years it would possibly be extended 8 years. 

Mr. O’Hara. Can these postponements be made consecutively seven 
times ? 

Mr. Katisarvr. At the choice of the United Kingdom. 

Mr. O’Hara. At the choice of Britain ? 

Mr. Kanisarvr. That is right. 

Mr. O’Hara. It might amount to no payment at all for the next 
years ¢ 

Mr. Kanisarvi. The next 7 years. However, the United Kingdom 
has indicated to us that this will not be the case. They will not take 
advantage of it in this way, and it would not be in their self-interest 
to do so. 

Mr. O’Hara. They could? 

Mr. Kauisarvi. They could, exactly. 

Mr. O'Hara. Even though their intention now might not be to take 
advantage, their necessities might lead them to that ? 

Mr. Karisarvr. Correct. 

Mr. O’Hara. The Secretary said yesterday there was a legal question 
involved and if it were decided against us we might be out a billion 
or so. Are you pemnitiot with the legal angles ‘that the Sect retary 
referred to yesterday ? 

Mr. Karisarvi. No, I am not. 

Mr. O’Hara. He said one benefit occurring to us in entering into 
the proposed new agreement was the settlement of a matter in which 
there is a serious legal question, and if that went against us, we might 
suffer a loss of a billion, or some large figure he gave. 

Is that the only advantage we ‘get from this, the security against 
possible litigation? Is that the principal advantage in this agree- 
ment ? 

Mr. Katrsarvr. I think the principal advantage is clarification of 
language which events have developed into obscurity. 

This is a simple, straightforward arrangement in terms that both 
parties can understand rather than an arrangement which neither 
party could understand. 

This is not cancellation. Thisis a deferment of payment. 

Mr. O’Hara. As was presented to us, it is a hard-driven business 
deal ; it is a banker’s deal to our advantage ? 

Mr. Katrisarvi. That is correct. 

Mr. O’Hara. But suppose somebody on the floor asked me why is 
Britain entering into the agreement if it is so much to our advantage; 
what advantage does Britain get out of it? I couldn’t answer the 
question. Can you answer it for me? 

Mr. Karrsarvi. Under the terms of the present agreement Britain 
is required to make annual payment. She has the opportunity of 
waiving interest, at least according to her interpretation. = has 
not the capacity to postpone the payment on principal. But she does 
have this opportunity under the new agreement, that is, there is a 
rearrangement here which works to her benefit as well as to ours. 

Mr. O’Hara. I understood the Secretary to say that there was a 
very serious legal question as to whether Britain was obligated to pay 
anything in the way of interest, but nevertheless she has been making 
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the payments without raising the point and this year the interest 
payment was put up in escrow. 

If there is such apparent validity to the contention that Britain, 
under the present agreement, can claim waiver of interest payments, 
why should Britain abandon the position that she is not obligated 
to make interest payments and enter into this agreement where she 
voluntarily assumes interest payments with a provision that they can 
be delayed certain different times? 

Mr. Kauisarvi. Mr. O’Hara, the problem has been a very awkward 
one, and this matter has been discussed, as the Secretary told you 
yesterday, over a number of years. 

The United Kingdom has come with a request for a waiver of the 
interest, as she interpreted the agreement. 

That has been resisted on our part on the basis that the conditions 
are so changed that it was not clear-cut and certain that she was 
entitled to this. 

There was considerable doubt and considerable uncertainty about 
these matters. Therefore, a desire to eliminate the uncertainty and 
the doubt, and this point which might easily have become a subject 
of dispute between us seemed highly desirable and was motivating as 
the influence here. 

I think the answer to your question is that what this agreement 
does is to benefit both sides by eliminating the uncertainty in the pres- 
ent arrangement. 

Mr. O’Hara. I can see, Mr. Secretary, the advantage to us if there 
actually exists a serious legal question as to the obligation of Britain 
to pay any of this interest, but why, then, is Britain abandoning that 
position and entering into an agreement where she specifically under- 
takes to pay interest? Iam trying to find out what is the motivating 
purpose of Britain; what advantage is there in it for Britain? She 
could take the position that, under her interpretation, interest was 
waived and therefore she would pay nothing until the question was 
passed upon. 

Mr. Kauisarvi. Mr. Congressman, I think the answer to that is 
that the United Kingdom finds temporary advantage in these ar- 
rangements at a time when she would be hard pressed. She antici- 
pates she may be hard pressed, and she is willing to make this kind of 
exchange for that kind of relief. 

I might point out, too, that what is considered in the new arrange- 
ment is that it covers principal as well as interest, which is not the 
case in the basic agreement. 

Mr. O’Hara. I merely am probing to see if there is something 
I don’t understand, I would like to understand all the advantages, 
if any, that would accrue to the United Kingdom. 

Mr. Kanrrsarvi. I think it is to our mutual advantage. I think the 
United Kingdom finds the kind of relief and the kind of assistance 
that she needs, and perhaps anticipates needing in the future, from 
time to time in this agreement. It does provide her with something 
more than she has under the present arrangement, namely, covering 
the principal. 

Mr. O’Hara. I can see it gives an advantage to an existing govern- 
ment by relieving it of payments which could be postponed for 7 
years, possibly past the tenure of that government. They could take 
advantage of it consecutively ? 
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Mr. Kanisarvi. Yes. 

Mr. O’Hara. And for 7 years there would be no money paid. That 
might be an advantage to an existing government and it might not be 
an advantage to the country. 

Mr. Kauisarvi. While she possesses the right to put these one right 
after the other, or take advantage of them year after year, as I have 
indicated before, she has told us she does not contemplate doing it in 
that way. 

Mr. O’Hara. How much reliance can you put on the statement of 
anyone who may be in power today and out of power tomorrow ? 

Mr. Kauisarvi. They have given us a letter of intent, Congress- 
man. I don’t know if you can go any further than that. 

Mr. O’Hara. You have a letter of intent? 

Mr. Kanisarvr. Yes. 

Mr. O’Hara. Thank you very much. I have asked these questions 
merely that I can clarify things in my own mind. 

Mr. Hays of Arkansas. Mr. Vorys. 

Mr. Vorys. Mr. Chairman, as I understand it, this is a matter that 
might have gone to the World Court or to arbitration to decide lia- 
bility for interest under the somewhat abstruse and complicated for- 
mulas that are set forth in sections 5 and 6, and so forth, of the original 
agreement. 

One time I was defending a lawsuit for wrongful death in an auto- 
mobile accident. We had a chance to settle it during the trial for 
$7,500. I urged my clients to settle. The attorney for the plaintiff 
urged his client to settle. My client, an insurance company, wouldn’t 
settle because they felt so sure there was no liability at all. We got 
a verdict against us for $30,000, and it stuck in all the upper courts. 

Isn’t this, in addition to whatever else it is, a compromise of a con- 
troversial legal question ? 

Mr. Katisarvi. That is correct. 

Mr. Vorys. And it is of some value to each party to forego some- 
thing in order to avoid the risk of being the loser if the thing goes 
clear through to a final decision against him; isn’t that right ? 

Mr. Karasarvt. I think that is right. 

Mr. Vorys. We figured yesterday with the Secretary that if it were 
decided that this involved formula relieved Britain of the liability 
to pay in 1956, and if conditions continued adverse for Britain during 
the period of this agreement, the amount involved in the loss of in- 
terest through waivers under the original agreement could amount 
to $2 billion. So it is an advantage to us not to run the chance of 
having that sort of decision. 

On the other hand, it seems to me that you haven’t made enough 
of the point that the flexibility given to the British under the new 
arrangement to postpone during a tough period is an extremely valu- 
able advantage, because if it is an agreed postponement, then it doesn’t 
affect their international credit. 

What I want to ask you is this: Isn’t there such a thing as a credit 
rating for a nation, just as there is for an individual? And if there 
is such a credit rating, doesn’t a poor credit rating for a nation tend 
to affect the value of their currency in international exchange? 

Mr. Katasarvt. I know of no place where you actually have a credit 
rating comparable to that in private life, in private transactions. But 
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even though there is no such rating, the hypothesis on which your 
question is based, it seems to me, is absolutely sound. 

It is not so much a matter of credit rating, however. With the 
United Kingdom at the heart of the whole sterling bloc the soundness 
of the United Kingdom’s financial position is of great value to a stable 
financial and a stable economic free world. 

Therefore, if any instrument of this sort contributes to the credit 
ratability, let us say, of the United Kingdom, or to the strength of the 
sterling, to which I do think in its own way this does contribute, then 
it has more than a financial contribution to make. It has a political 
and a broader economic contribution. 

I think we can put this agreement, without too much emphasis on 
it, in that context. 

Mr. Vorys. For instance, if the word went out in the financial world 
and the rest of the world that Britain was unable to pay its contract 
obligations a government, its international obligations, would that 
affect the exchange rate on the pound ¢ 

Mr. Katrisarvi. It certainly would. One aspect of the things now 
in the United Kingdom is that, in spite of the difficult financial situa- 
tion in which it finds itself, the United Kingdom has not lowered the 
pound. She has chosen other means by which to buttress her economy 
than a reduction in the exchange rate of the pound. 

This all contributes to the strength, the financial strength, of the 
United Kingdom and the whole sterling bloc. There would certainly 
be a run on the pound on the basis of your question. 

Mr. Vorys. Since the Suez crisis, as I understand it, the British 
have borrowed from the international fund; isn’t that correct? 

Mr. Kaxisarvi. The International Monetary Fund. 

Mr. Vorys. About how much? 

Mr. Katrrsarvi. I have the figures here. The International Mone- 
tary Fund announced on December 10, 1956, the conclusion of arrange- 
ments whereby the United Kingdom Government could purchase up 
to $1.3 billion from the fund with sterling. These arrangements fall 
into 2 parts: (a) A drawing of $561,470,000 and (6) a standby ar- 
rangement under which up to $738,530,000 in dollars or other foreign 
currencies could be purchased with sterling at any time during the 
next 12 months. 

The United Kingdom Government has completed the $561.5 million 
drawing; no drawings have yet been made against the standby ar- 
rangement. According to the policies of the fund, repayment of the 
$561.5 million drawing and of additional drawings that may be made 
under the standby arrangement is expected not later than 3 to 5 years 
after each drawing. 

The United Kingdom will pay standard fund charges for these 
facilities. The rate of interest on drawings will depend on amounts 
drawn and the date of repayment. The maximum rate will be 3 
percent. In addition, there will be a small service charge. 

Mr. Vorys. That transaction, which showed that the International 
Monetary Fund thought that Britain was good for this loan, doesn’t 
hurt the pound; it helped to strengthen the pound ? 

Mr. Karisarvi. Yes. 

Mr. Vorys. Coming back to this agreement, if there is an arrange- 
ment, a contract arrangement whereby under certain conditions a 





36 AMENDMENT TO ANGLO-AMERICAN FINANCIAL AGREEMENT 


country can defer, postpone a payment, if circumstances arise and the 
country defers or postpones, according to an agreement, isn’t that 
country better off in the international picture than if it says, “Well, 
we are just not going to pay it” or “we can’t pay it”? 

Mr. Kauisarvi. Of course, that is true. Incidentally, Mr. Vorys, I 
wonder if you don’t want also to take into consideration the loan which 
our own Export-Import Bank made to the United Kingdom, which is 
close to half a billion dollars ? 

Mr. Vorys. I wanted to get that in here, if it is not in before. 

Mr. Kauisarvi. I have a statement on that, if it will be of interest. 

Mr. Vorys. If you will include it, Mr. Chairman, I think we ought 
to have it at this point. 

Mr. Hays of Arkansas. Certainly. 

Mr. Kauisarvi (reading) : 

The Export Bank on December 21, 1956, authorized a $500 million line of 
credit to the United Kingdom Government to be used as needed to finance British 
imports of United States goods and services, including petroleum—— 

(A short recess was taken.) 

Mr. Vorys. Now, Mr. Chairman, in view of the fact that we have a 
number of visitors who are coming into our hearing room now in the 
middle of the story, I would like to repeat the preliminary question 
which I addressed to Assistant Secretary of State Kalijarvi. 

Mr. Hays of Arkansas. I think that is correct, that you should. I 
think perhaps I might be a bit informal; we don’t do this in our 
formal sessions. 

Our visitors this morning are civic students from the George Mason 
High School. I am very happy to welcome them to our proceedings, 
and I am sure they will be tolerant of our limitations. 

This is the Foreign Economic Policy Subcommittee of the Foreign 
Affairs Committee, and we are considering a proposal to amend a loan 
agreement with the British Government that was approved by the 
Congress in 1946. 

We are talking about dollars and pounds and dollar balances and 
sterling balances and some technical questions involving monetary 

yolicy. But it is not without a rather interesting and exciting angle 
ecause it concerns the relationship of two great governments. 

The witness this morning is the Assistant Secretary of State, Mr. 
Kalijarvi. Mr. Vorys, of Ohio, has just asked a question, and has 
made a very good suggestion, that it be repeated for your benefit. 

Mr. Vorys. Since the British borrowed through a written agree- 
ment $334 billion 10 years ago, and there is a dispute as to whether 
they have to pay the interest in a year when their financial condition 
deteriorates as provided in the agreement, and the dispute arises be- 
cause it is an extremely complicated matter to figure out whether their 
financial condition would justify a waiver or forgiveness of the inter- 
est, I understand that our Government has signed up, subject to con- 
gressional approval, an agreement whereby they are never going to be 
forgiven any interest any more? 

Mr. Kauisarvi. That is correct. 

Mr. Vorys. But they are going to have the opportunity, the option 
7 times between now and the year 2001 to postpone payment of interest 
and principal to the end of the whole deal at their own option and 
without consulting us; and in that way they don’t get into an argu- 
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ment with us about when they are going to do it, but since it is only 
7 times in a matter of forty-odd years, they won't do it too often or they 
will run out of these 7 options. 

You have been telling us about international credit and how a 
ereat nation such as Britain has something like a credit standing or 
credit rating that an individual has. If a nation or an individual 
refuses to meet its obligations or his obligations, can’t pay his debts, 
or won't pay his debts, then he is in trouble, bad trouble, and his credit 
goes sour. 

For a great nation it affects the value of their money when it is to 
be exe hanged with money or currency of other. countries. 

A person gets in trouble like that. On the other hand, if a person 
makes arrangements so that when they are a little bit strapped, why 
their creditors will agree in advance that they can have the option to 
postpone payments, then that doesn’t hurt an individual’s credit; 
and you have been telling us that that doesn’t hurt a nation’s credit. 

You have told us about how the International Monetary Fund, 
which is an international organization under the United Nations, has 
supplied about $500 million, wasn’t it ? 

Mr. Kanisarvi. $1.3 billion drawing credit. Roughly half of this 
has already been taken by the United Kingdom, and the other half 
still remains to be drawn. They have to make settlement with the 
fund and pay back within a period of 3 to 5 years, and there is an 
interest charge which varies with the length of time they have the 
drawing and the use of the money. 

Mr. Vorys. Did they use that money, and I understand it is only 
about half of it, about a half billion, that they have used, did they 
use that to meet current demands? Was it financial demands? What 
did they use it for? 

Mr. Kauisarvi. It was used to meet the needs of the British Gov 
ernment, chiefly in connection with supporting the pound. 

I think we might add to what you have said, Congressman Vorys, 
that countries like indiv idual human beings have their ups and downs. 
Sometimes they have more money than they have at other times. 

The United Kingdom at the present time has less money than she 
has had in the past. This is a difficult time for her. She confidently 
expects that she is going to be better off in the future. She has asked 
for these 7 or arranged for these 7 postponements, because she antici- 
pates she may from time to time require a year when she can get the 
advantage of not paying back the principal and interest. 

Mr. Vorys. You mentioned this borrowing from the International 
Monetary Fund, part of it was to pay the ordinary expenses of the 
British Government. You don’t mean the Government in London 
used it to pay for the help and supplies and things where they could 
pay in pounds, but it is to pay expenses where they would need dollars ; 
isn’t that right ? 

Mr. Kauisarvi. That is right. 

Mr. Vorys. Now, you have just told us, as our friends came in, that 
the British have also, in addition, arranged for a half billion dollar 
loan from the Export-Import Bank, which is a United States Govern- 
ment financial institution. That is to be used for paying for the dollar 
cost of imports into the United Kingdom; is that right ? 

Mr. Kauisarvi. That is right; It is $500 million that they have ar- 
ranged to borrow. 
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Mr. Vorys. How much of that have they used ? 

Mr. Katisarvi. They have not used any of it yet. 

Mr. Vorys. That half billion, plus the half billion left in the Inter- 
national Monetary Fund, those are standby arrangements that they 
can use because they have already provided for them, if the difficulties 

become greater in the next year or so; is that correct? 

Mr. Kauisarvr. With the United Kingdom, carrying through your 
analogy again with a private individual, ‘this is mone y in the b: ank that 
the United Kingdom has and can draw against for such dollar needs 
as she may have. 

Mr. Vorys. These are the arrangements that the United Kingdom 
has made to borrow money so as to have money in the bank, even 
though it is borrowed money, to take care of their obligations and 
there won’t be any question about their credit. 

Now, you were going to tell us of arrangements that the British 
and their government are making that affect their trade so that they 
will have dollars available in 3 years, or whenever the time comes to 
pay off these loans. 

When a country goes to the International Bank, or the United States 
Bank, to get a line of credit, the country says to the banker, “I am go- 
ing to m: ake arrangements to run my business or run the business of 
our country so that we will be able to pay when due”; isn’t that 
correct ? 

Mr. Kauisarvi. That is correct. 

Mr. Vorys. Could you tell us some of the steps that they are taking 
or likely to take in order to be able io get their house in order and be 
able to pay these debts when they come due? 

Mr. Katisarvt. I think one of the most important and noteworthy 
of the steps, Congressman Vorys, is in the field of trade. 

The United Kingdom had the choice, Britain had the choice, when 
she made these borrowings of two courses of action: First, restricting 
imports so she would not buy so many American goods that she would 
have to pay American dollars for; but if she did that, that meant that 
her trade would grow smaller. 

She did not choose that course. She chose rather to try to increase 
her trade. And the important steps she has taken is to say that she 
is not going to increase her restrictions; she is going to try to increase 
her trade so she gets more business. The outcome of which, or the 
results of which will provide her with greater funds for her use at 
home. In this way she plans to take care of her requirements. 

She has also said she is not going to drop the value of the pound. 
She is going to maintain its value where it now stands, and if it is 
necessary to take additional measures for economy she will take them 
in areas other than in the reduction of the value of the pound. In 
this connection, she has taken extensive measures in the field of 
monetary and fiscal policy. 

Those are two of the more important steps that she has taken. 

Mr. Vorys. That first one is a good thing for us, isn’t it? One way 
that Britain could get hold of more dollars than she might have at a 
given time would be to prohibit the people of Britain from bringing 
in things from the United States or other places where they would 
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have to pay dollars? That would be bad for our farms and factories 
because we like to sell things for dollars to Britain ? 

Mr. Karisarvr. That is right. 

Mr. Vorys. They are not, under the arrangements you describe, try- 
ing to take that path? 

Mr. Kanisarvi. That is right. 

Mr. Vorys. That is better for us, isn’t it? 

Mr. Karigarvi. I think it is better for us and it is better for them. 
This means greater business, greater turnover, more dollars coming 
in to them, greater capacity for the United Kingdom to pay us. 

Mr. Vorys. I have taken too much time, Mr. Chairman. Thank you 
very much. 

Mr. Hays of Arkansas. Mrs. Kelly. 

Mrs. Ketxiy. Thank you, Mr. Chairman. I deeply appreciate your 

calling on me to ask questions because I am not a member of this 
ui ommittee. 

Mr. Hays of Arkansas. We are very glad to have you. 

Mrs. Ketiy. Mr. Kalijarvi, I wonder if you have a repayment 
schedule for your new contract which could be available to the mem- 
bers of the committee? 

Mr. Kauisarvi. We have, and we will be very glad to submit it for 
the record. I have the old one. But I am informed we are not able 
to develop a schedule of repayments because we do not know when the 
deferments are going to come. 

Mrs. Ketziy. Couldn’t you get up a rough one for the committee? 
You know what you are going to do. You must know what your 
planned repayment schedule is for the year 2001 and thereafter. 

Mr. Karisarvt. It certainly will be, and we will do our best to meet 
the request and go just as clearly into it as we can. 

Mrs. Key. I will leave that to the discretion of the chairman. 

Mr. Vorys. Isn’t this the situation that is spelled out in the agree- 
ment; that the payments will remain the same as the schedule we were 
furnished yesterday, but every time they pass over a payment they 
have to pay the interest on the deferred payment every year? But 
only the good Lord and maybe the British know when they are going 
to take these seven deferments. 

Mrs. Ketiy. No one knows at the present time. I would like to 
have it. I think if you are asking for a postponement beginning in 
the year 2001, you could get one on that date, and then, let’s say, they 
meet their commitments of 2000, 2001, 2002, 2003, 2004 ete., at that 
time someone else will have to take a look at it, but I think at this 
moment it would be worthwhile to have it. However, I will leave it 
up to the chairman. 

Mr. Hays of Arkansas. As I understand your question, what you 
are asking for is a pic ture eal what the situation would look like in the 
year 2001 if the 7-year options were exercised ? 

Mrs. Ketiy. That is right. 

Mr. Hays of Arkansas. That would not be difficult, I think, to put 
that in as an addendum to your testimony. 

Mr. Kauisarvi. We can certainly do that. 

Mr. Hays of Arkansas. That was what you wanted ? 

Mrs. Ketiy. That is correct. 
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Mr. Hays of Arkansas. I think if that can be supplied it would 
help the committee. 
(The material referred to is as follows :) 


Situation in year 2001 if 7 deferment options are exercised 


{In millions of dollars] 


Deferred | Interest on Total 
Ye f payment (Dec. 31) installment deferred in- payment 
payable stallments ! 
2001 $138.4 $21.0 $159. 4 
2002 38. 4 18. 2 156. € 
2093 138. 4 15.5 153.8 
2004 138. 4 12. 7 151 
2005 138. 4 9.9 148. 3 
2006... 138. 4 7.2 145. 5 
2007 138. 4 1.4 142.8 
2008 281. ¢ 1.6 33.2 
1 Interest will be paid annually on each deferred installment from the time of deferment to the tim { 
repayment. 
2 Represents deferred interest for 1956; this is in addition to the 7 optional deferments of interest 


principal. 


Mrs. Keniy. One other question. Have you the new written agree 
ment contract? What we have before us here is a breakdown 

Mr. Kanisarvi. We have it here. May I submit it for the record? 

(For text of new agreement see appendix, p. 52.) 

Mrs. KEtLy. I see it. In other words, it is section 5 of the 1945 
contract. ‘That is the one, I presume, that you claim has the obscure 
language; am I correct on that ? 

Mr. KauisArvi. Yes. The loan agreement remains as it was in 
1945 except for the language as contained here. 

Mr. Krity. I believe you made the statement there was no state 
ment in the contract of a waiver on principal? 

Mr. Kanisarvi. That is correct. 

Mrs. Keniy. If you turn to the former contract, you have section 
4 relating to amortization and interest. Wouldn’t that be the point at 
which principal was discussed, because, after all, amortization in- 
cludes principal? 

Mr. Kauisarvi. Well, section 5 deals with waiver 

Mrs. Ketiy. but secton 4 deals with your amortization and interest. 
Would not the requirements of a waiver of amortization and principal 
be included in the regulation waiver section 5 referring to the In 
ternational Monetary Fund? 

Mr. Kartsarvr. It seems to me that your amortization and interest 
in secton 4 covers what has to be paid both on principal and in interest. 
Section 5 covers an exception on interest. And what has been added 
to section 5 is an exception on—— 

Mrs. Kretiy. Exception on your principal ? 

Mr. Kariarvi. Yes. 

Mrs. Ketity. The new arrangements that you spoke of, the $50 
million, the Export-Import loan of December 

Mr. Kauisarvi. $500 million. 

Mrs. Ketiy. Was that related to this—where did Great Britain 
get the right to draw on the sterling area in that agreement? Didn’t 
we give them the right to draw from the sterlmg fund, or something? 
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Mr. Kanisarvi. The loan agreement for $500 million of the Export- 
[Import Bank stands on its own. It is based on collateral supplied by 
the United Kingdom—— 

Mrs. Ketuy. Was there another agreement beyond that one of last 
fall ¢ 

Mr. Katrsarvi. There was the International Monetary Fund draw- 
ing. 

Mrs. Ketiy. That is the one I refer to. How much did they draw 
on that? 

Mr. Karisarvi. They had a $1.3 billion authorization. They have 
drawn $561 million against it. 

Mrs. Kexriy. I will request a clarifying statement later. I do not 
want to take up the time of the committee at this time. 

Mr. Karisarvi. I will be glad to answer any questions I can. 

Mr. Hays of Arkansas. Mr. Zablocki. 

Mr. Zasitockt. Mr. Chairman, I have no questions. It is good to see 
you, Mr. Kalijarvi. 

Mr. Hays of Arkansas. I have some questions that I should ask in 
light of Mr. Fulton’s questions yesterday. Since he is not here, I 
think a record should be made on this point. 

The negotiations were conducted primarily by representatives of 
the Treasury Department ? 

Mr. Katasarvi. That is right. 

Mr. Hays of Arkansas. Did the Department of State participate 
in these discussions ? 

Mr. Kauisarvi. We participated in the development of the position 
by Treasury prior to negotiation. Some of the discussions the De- 
partment participated in and some of them were carried out directly 
by the Treasury with the United Kingdom. 

We were advised of the arrangements, although the negotiations 
were carried out—— 

Mr. Hays of Arkansas. The agreement of March 6 was signed by 
the Secretary of the Treasury and not by any representative of the 
Department of State ? 

Mr. Kauisarvi. That is right. He has been looked upon as the 
manager of this loan or fund. It seemed appropriate for him to 
carry on the negotiations. 

Mr. Hays of Arkansas. Do you know if at any stage other than 
monetary and economic considerations entered into the negotia- 
tions ? 

Mr. Kaursarvi. I am not aware of anything but financial consid- 
erations in the picture. 

Mr. Hays of Arkansas. Would there have been any occasion to 
discuss British policy with regard to Cyprus? 

Mr. Katasarvi. No. I am not aware of any British policy in any 
matter except financial that was under consideration. 

The Secretary of Treasury preceded me before the Senate com- 
mittee, and, as I recall it, he put it on this basis: This is the kind of 
arrangement you would make with another fellow where a contract 
you had drawn up had become impossible to fulfill. You have based 
it on its own merits and in its own terms. 

Mr. Hays of Arkansas. If other situations such as British policy 
in the Middle East—I am using that for illustrative purposes—had 
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come into the discussion, you or the State Department representatives 
would have known about it? 

Mr. Karisarvi. Of course, we would have. 

Mr. Hays of Arkansas. One other question: As I recall the debate 
over the original British loan, and I was a member of the Banking 
and Currency Committee at the time that was consummated, there 
was a good deal of discussion about the default of other govern- 
ments in their borrowings from the United States. 

If my memory serves me correctly, Britain at no time defaulted in 
her payments, principal or interest, from the time the account was 
struck until the collapse of the intergovernmental debt structure in 
1931. 

Mr. Kanisarvi. I understand that prior to the moratorium they 
kept up their payments all the way through. 

Shortly after the moratorium I believe the payments ceased. May 
I verify that when we get back to the Department to be sure of 
the answer ? 

Mr. Hays of Arkansas. If there is no objection, I would be glad for 
the Secretary to elaborate on that answer, to give us additional facts 
to prepare us for questions on the floor. 

As I remember, Britain had a notably good record on her pay 
ments until 193 

(The following information was submitted by the Department of 
State for inclusion in the record :) 

The last payment by the United Kingdom on its financial obligation to the 
United States after the First World War was made on December 15, 1935. 
Attached is a table published by the Treasury Department which indicates the 
status of the indebtedness. 


Indebtedness of foreign governments: Indebtedness of foreign governments to the 


United States arising from World War I, and payments thercon as of June 30, 
1956 


Indebtedness 


Country Total indebted- Principal 
ness Interest due and 
unpaid ! 
Due and Unmatured 
unpaid 

ee =} $33, 469, 325. 66 $11, 959, 917. 49 E $21, 509, 408, 17 
Ausete *........ ‘ 26, 024, 539. 59 15, 388, 964. 94 $10, 591, 515. 72 44, 058. 93 
Belgium --~..-.----- adele 595, 055, 077. 60 127, 100, 000. 00 273, 580, 000. 00 194, 375, 077. 60 
RS eit ‘s 
Czechoslovakia__-_-_-_- 225, 534, 680. 03 55, 031, 108. 90 110, 210, 000. 00 60, 293, 571. 13 
ti cipal 3 30, 789, 530. 81 4, 152, 012. 87 12, 314, 000. 00 14, 323, 517. 04 
Finland_.__-- ‘“ ; 4 6, 793, 247. 10 : 6, 513, 882. 86 279, 364. 24 
France___-- Bolen i .._.| 5, 569, 707, 289. 34 | 1, 416, 869,871.46 | 2, 446, 780, 128. 54 1, 706, 057, 289. 34 
Great Britain a 8, 086, 559, 301.93 | 1,079, 000, 000.00 | 3, 289, 600, 000. 00 3. 718, 559, 301. 93 
Greece 5 ; Sinai 41, 664, 775, 10 19, 791, 000. 00 11, 725, 000. 00 10, 148, 775. 10 
Hungary ®_...._.-- 3 3, 470, 999. 87 449, 105. 00 1, 459, 455. 00 1, 562, 439. 87 
PP niciwake , 2, 136, 903, 159. 34 465, 900, 000.00 | 1, 539, 000, 000. 00 132, 003, 159. 34 
Latvia. ____- ‘ : bs 3 12, 746, 378. 04 1, 706, 964. 20 5, 172, 500. 00 , 866, 913. 84 
Rar... connks : 
BN he ed asinine nd 8 11, 435, 381. 73 1, 509, 670. 00 4, 688, 012. 00 5, 237, 699. 73 
SS EE Pe ee 
PION 68 ohn cteced~ ; $ 385, 319, 728. 2 49, 230, 000. 0 154, 827, 000. 00 79, 262, 728. 20 
Rumania §_...___--. ae 94, 863, 534. 11 21, 779, 560, 43 } $2. 081, 000. 00 31, 002, 973. 68 
PNB & oc ee~ 3 554, 589, 771. 21 192, 601, 297. 37 i651, O88, 473. 84 
Yugoslavia °___-__- mae bk Ghe 67, 433, 131. 28 14, 881, 000. 00 46, 744, 000. 00 5, 808, 131. 28 

ees. silane iain tatiacadess 17, 882, 359, 850. 94 | 3, 477, 350, 472. 66 7, 956, 686, 494. 12 6, 448, 322, 884. 16 





See footnotes on following page. 
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Indebtedness of foreign governments: Indebtedness of foreign governments to the 
United States arising from World War I, and payments thereon as of June 30, 
1956—Continued 











Payments 
Country Principal Interest 

| | | Totals 

Funded debts | Unfunded Funded debts | Unfunded 

debts | debts ' 
Armenia......- piped aah tect sted oi iad - 
DUES S.J ic cctsemnl $862, 668. 00 nuitiienintiaeeee a. a Ne Sa Ta aid $862, 668. 00 
Eee | 17,100, 000. 00 $2, 057, 630. 37 $14, 490, 000.00 | $18, 543, 642. 87 | 52, 191, 273. 24 
abi be eb cis Seca anscaud) 30,000, OOMMONGezccc.t. duke _..|. 2, 286,751.58 | 12, 286, 751. 58 
Czechoslovakia......| 19, 829,914.17 }............... ‘awe cial ~---| 304, 178. 09 | 20, 134, 092. 26 
I cba on ccnitiel Boe e | ches habal 1, 246, 990. 19 1, 441. 88 | 1, 248, 432. 07 
Ll See | 2, 486, 117. 14 |....- sesdee 8, 689, 692. 58 | 342, 181. 65 | 11, 517, 991. 37 
France... .. .--| 161,350,000.00 | 64, 689, 588. 18 | 38, 650, 000. 00 | 221, 386, 302, 82 486, 075, 891. 00 
Great Britain._.._- 232, 000, 000.00 | 202, 181,641.56 | 1,232,775, 909.07 | 357, 806, 657.11 | 2, 024, 854, 207. 74 
cto eicta’ 981, 000, 00 2, 922. 67 | 1, 983, 980. 00 | 1, 159, 153. 34 | 4, 127, 056. 01 
Hungary ¢.......-- 73, 995. 50 |__-- 482, 171. 22 753. 04 | 556, 919. 76 
Italy....- secs] 37, 100, 000. 00 364, 319. 28 | 5, 766, 708.26 | 57, 598,852.62 | 100, 829, 880. 16 
i | Vea 9, 200. 00 |__..- | 621, 520. 12 130, 828. 95 | 761, 549. 07 
Liberia swhadbltecos | 26, 000.00 |_....-- 10, 471. 56 36, 471. 56 
Lithuania. ......... 234, 783. 00 fa a 1, 001, 626. 61 | 1, 546. 97 | 1, 237, 956. 58 
Nicaragua 7._....._..| 141, 950. 36 | 26, 625. 48 168, 575. 84 
Poland... scocas) 9 1, 2B7; 207. Se 4 > 11 19, 310, 775. 90 | 2, 048, 224. 28 22, 646, 297. 55 
Rumania *...........| , 000. 00 1, 798, 632. 02 | 29, 061. 46 263, 313. 74 5 4, 791, 007. 22 
Russia.........---. Pe os |_______.._._.___..| 128, 750,311.88 | 128, 750,311.88 
Yugoslavia °........ 1, 225, 000. 00 Br, SR eS ccteacncaie whet — 636, 059. 14 | 2, 588, 771. 69 

ae 477, 239, 975. 18 281, 990, 396.99 | 1,325,048, 525.41 | 671, 387, 297.00 | 2, 755, 666, 194. 58 


1 Includes amounts postponed and unpaid under moratorium agreements for fiscal year 1932. For total 
principal and interest by country see Annual Report of the Secretary of Treasury for 1947. 

2? The German Government was notified on Apr. 1, 1938, that the Government of the United States would 
look to the German Government for the discharge of the indebtedness of the Government of Austria to the 
Government of the United States. 

$ Increase over amount funded due to exercise of options with respect to the payment of interest due on 
original issue of bonds of debtor government. 

4 The act approved Aug. 24, 1949 (20 U. 8. C. 222-224), provides that any sum due or paid by the Govern 
ment of Finland to the United States as the result of World War I shall be deposited in the Treasury and 
made available for educational and technical instruction and training in the United States for citizens of 
Finland, and to provide opportunities for American citizens to carry out academic enterprises in Finland. 
Payments by Finland through June 30, 1956, totaling $2,815,010.70, were made available pursuant to the 
above act. 

§ Represents payments deferred 

6 The Hungarian Government deposited with the foreign creditors’ account at the Hungarian National 
Bank an amount of pengo equivalent to the interest payments due from Dec. 15, 1932, to June 15, 1937 
The debt-funding and moratorium agreements with Hungary provide for payment in dollars to the United 
States. 

7 The United States held obligations in the principal amount of $289,898 78, which, together with accrued 
interest thereon, were canceled on Oct. 6, 1939, pursuant to agreement of Apr. 14, 1938, between the United 
States and the Republic of Nicaragua, ratified by the United States Senate on June 13, 1938 

§ Excludes payment by the Rumanian Government to the Treasury on June 15, 1940, of $100,000 as ‘‘a 
token of its good faith and of its real desire to reach a new agreement covering’? Rumania’s indebtedness 
to the United States. Silver bullion in the amount of $29,061.46 was paid to the United States on June 16 
1933, which payment was credited June 15, 1947 

® This Government has not accepted the provisions of the moratorium. 

© Excludes claim allowance of $1,813,428.69 dated Dec. 15, 1929 

! Excludes book credit of $408.02 for overpayment 

12 Consists principally of proceeds of liquidation of assets of Russian Government in the United State 


Mr. Hays of Arkansas. Are there any other questions from the 
members of the committee? Mr. Zablocki. 

Mr. Zasiockt. I don’t believe we have any information in regard 
to action taken by the International Monetary Fund. Mr. Kalijarvi, 
would you tell the committee whether the International Monetary 
Fund certified the condition of the United Kingdom as to the critical 
financial situation in which it finds itself. Under section 5 of the 1945 
agreement there must be certain conditions of international exchange 
that the Government of the United Kingdom finds itself necessary to 
seek waiver of interest payments. Further, section (b) provides that 
the International Monetary Fund must certify that the income of the 
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United Kingdom from home-produced exports, plus its net income 
from invisible current transactions in its balance of payments was on 
the average over the 5 preceding calendar years less than the average 
annual amount of United Kingdom imports, and so forth. 

Has the International Monetary Fund certified or taken any action ? 

Mr. Kanisarvi. No; and I don't think they were requested to do 
so. The United Kingdom came in with a request for the drawing, 
which has become standard practice now with the fund. 

Mr. Zasvockt. Under section 5 (b) the International Monetary 
Fund would have to certify that 
The income of the United Kingdom from home-produced exports plus its net 
income from invisible current transactions in its balance of payments was on 
the average over the 5 preceding calendar years less than the average annual 
amount of United Kingdom imports during 1936-38, fixed at £866 million, as 
such figure may be adjusted for changes in the price level of these imports 
Isthat not right ? 

Mr. Kanisarvi. Yes: but this is the very clause or the very sec- 
tion that was being renegotiated, and because it was being renegotiated 
the fund was not requested to make the kind of finding that is indi- 
cated here. 

You see, the United Kingdom came in with a request for a waiver. 
We resisted that request for a waiver. We were then thrown immedi 
ately into the negotiations, 

Mr. Hays of Arkansas. You were reading from the original 
agreement ? 

Mr. Zastocki. Yes. I believe the committee should have the rea- 
sons why the International Monetary Fund was not requested to 
certify Britain’s financial status. 

I am sure members of this committee and the Congress would like 
to know whether the International Monetary Fund would certify the 
condition of the United Kingdom in such a financial state to warrant 
relief requested. 

Mr. Hays of Arkansas. You are reading from the original agree- 
ment ¢ 

Mr. Zapsvockr. The 1945 agreement. I don’t think all the condi- 
tions—— 

Mr. Hays of Arkansas. The answer is “No,” as I understand the 
Secretary's answer. 

Mr. Kauisarvi. That is right. 

Mr. Hays of Arkansas. If there is any supplementary information 
we should have, I hope if will be supplied and the reasons for it. 

(For supplementary information, see p. 48, letter of March 22, 
1957—Hon. Thorsten V. Kalijarvi to Hon. Brooks Hays.) 

Mr. Katisarvi. Mr. Chairman, I don’t want to seem too laconic 
in the “No.” My explanation is this: Again I repeat that we were 
thrown into dispute as to the meaning of this section and what the 
United Kingdom was entitled to. Therefore, it was not a question 
of the International Monetary Fund making the kind of determina- 
tion here that would be basic to the waiver. 

What was in the dispute was the meaning of the language itself 
and that the United Kingdom was not entitled to a finding of the 
fund. So we moved into a negotiation. 

Ht is a result of that negotiation that there is a substitute before 
the committee now for this. So that there was no finding of the 
International Monetary Fund involved. 
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Mr. Zasiocki. I understand, Mr. Secretary. Under the 1945 agree- 
ment, subsection (b) of section 5, it was intended that the Inter- 
national Monetary Fund would act as a referee. This disinterested 
international body has not been asked to give a decision; the two 
parties (the United States and United Kingdom) took it upon them- 
selves to negotiate a resettlement ? 

Mr. Kauisarvi. That is right. 

Mrs. Kexiy. Will the gentleman yield? The questions you have 
asked lead up to what I was going to ask. 

I wanted to know what financial status the International Monetary 
Fund decided the United Kingdom was in, in order to permit the 
drawing of $1.3 billion of last December. That is the $500 million. 
There must be some connection between the two. 

Mr. Katisarvi. Whatever connection there might be would un- 
doubtedly be the condition of the United Kingdom. But there is no 
relationship between the International Monetary Fund as a source 
for drawing on the part of the United Kingdom and this agreement 
where the International Monetary Fund is called upon to make a 
finding with respect to the foreign exchange income of the United 
Kingdom before the United Kingdom can exercise her privilege of 
the waiver. 

I think the two are quite separate and distinct. 

Mr. Zastockti. Mr. Kalijarvi, you maintain the International Mone- 
tary Fund does not at all enter into the picture of this legislation, 
because it is desirable that we clarify certain language in the 1945 
agreement in order to avoid a troublesome settlement sometime in the 
future? 

Mr. Karisarvi. I think the answer to your question is this: A 
procedure was set up in the agreement originally, and that brought 
the fund into it. Before a waiver could be exercised the fund had to 
make certain determinations. 

The new amendment, which is before the committee, does not require 
the fund to make that kind of finding. The United Kingdom has the 
right now unilaterally to decide upon seven postponements at her 
election, and without benefit of fund action. Those are the post- 
ponements—— 

Mr. Zasiocki1. Would it be desirable and workable if some inter- 
national body, such as the International Monetary Fund, would pass 
on the postponements requested in this legislation? The United 
Kingdom wouldn’t be tempted or maybe prevented from seeking 
post poneme nt for its own convenience. 

Mr. Kanisarvi. Let us not forget this was a mutual exchange, and 
if you inserted something of that nature then perhaps it would be- 
come an undesirable bargain from the standpoint— 

Mr. Zasvockt. My point is to dissuade the United Kingdom from 
seeking a postponement unnecessarily. 

Mr. Katasarvi. Under the United Kingdom interpretation she had 
the right to exercise this waiver at any time she chose. 

Mr. Zantockt. Provided certain exchange conditions existed. 

Mr. Kauisarvi. That is right. But she has not been able to exer- 
cise that. 

Mr. O’Hara raised a question along the same line at the beginning 
of this session: In surrendering the right of waiver of interest she 
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has now secured an advantage, at her option, of determining by her- 
self when she wants the postponement. We have agreed to that. 

Mr. O’Hara. Will the gentleman yield? 

Mr. Zasiockt, Yes. 

Mr. O’Hara. I have been trying to seek the advantage that Britain 
findsin this. We have been told that under this new agreement which 
we have entered into that Britain is abandoning her right of waiver. 

Will you point out to me in the measure now before us where that 
isdone? All I can find is: 

In addition, the installment of interest in respect of the year 1956 is hereby 
deferred. 

T understand she has already paid that in escrow; isn’t that right ? 

Mr. Kauisarvi. That is right. 

Mr. O’Hara (reading) : 


is hereby deferred, in lieu of any right of waiver hitherto existing. 


I would say that applies only to the vear 1956. Where is there 
anything in this that settles this legal dispute that Britain abandons 
her right of waiver? 

Mr. Karisarvi. The last sentence or two of 5 (1) on the page before 
that, Mr. O’Hara: 


Not more than seven annual installments may be so deferred. The first of any 
such deferred installments shall be paid on December 31, 2001, and the others 
shall be paid annually thereafter, in order. 

Mr. O’Hara. That merely gives them the right to defer. 

Mr. Vorys. Will the the ge ntle man vield? It seems to me the two 
punch lines are: “1. Section 5 is amended to read,” which means that 
there “ain’t” anything about waivers in here sny more. You have 
wiped out the old section, section 5. 

The next punch line: “Section 6 is amended to read,” wipes out 
original section 6. 

I would like to come back to one word that Mr. Zablocki used. There 
is no attempt being made to clarify the original 1946 agreement. They 
are throwing section 5 and 6 of the original 1946 agreement in the 
ashean. They are not trying to clarify them because it was so hard 
to clarify. 

This isn’t to clarify the 1946 agreement. This was to make a new 
deal instead of the 1946 agreement as far as sections 5 and 6 are con- 
cerned. 

Mr. O’Hara. It isa rewriting of section 5. 

Mr. Vorys. 5 and 6 gointothe ashcan. We don’t try to clarify them 
wr do anything. 

Mrs. Keiiy. Will the gentleman y ield? Instead of installments in 
this new substituted section, explain it better, installments on interest 
and principal? Before you just had waivers of interest; now you 
have deferment of annual installments, which includes—and I see 
nothing in here where it says “principal and interest.” 

You are taking for granted that everybody is going to know that 
the installments include princ ipal plus interest. 

Mr. Karisarvi. On page 2, in 5 (i) you will find, 6 lines from the 
bottom : 
defer the payment of the annual installment for that year of principal repay- 
ment and interest specified under section 4. 
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Mr. Vorys. Section 4, “Amortization and Interest,” in the old 
agreement stands exactly as it is, and it spells out just exactly how they 
are going to pay. It puts the amounts in and says: 

Each installment shall consist of the full amount of the interest due and the 
remainder of the installment shall be the principal to be repaid in that year. 

Mrs. Keiuy. We are rewriting this to the year 2001, and you 
are going to have installments for 43- -year periods; is that correct ? 

Mr. Hays of Arkansas. I think possibly-—— 

Mrs. Key. It is a 43-year period. Do I understand there is an 
exception to that rule that no more than seven installments may be 
deferred after that new contract comes into being, is that right ? 

Mr. Hays of Arkansas. I think I can answer that. The answer 
is that a maximum of seven may be deferred. Less than seven may be 
deferred but not more than seven. 

Mrs. Keitiy. After they once start their new contract, there cannot 
be more than 7 deferments. 

Mr. Hays of Arkansas. It is a sort of exchange of concessions. Since 
the waivers go out and postponements come in, it is very clear now that 
they can only postpone seven different times as a maximum. 

That is the reason it is a little difficult to get up the figures that 
you thought we should have for the year 2001. 

Mrs. Ketiy. We are just going to take for granted that they are 
not going to make any requests for these seven delayed installments? 

Mr. Hays of Arkansas. On the contrary, I think we can assume that 
they will exercise all their options. 

Mrs. Ketiy. The new contract involves a new period of 50 years? 

Mr. Hays of Arkansas. It affects 50 years. It throws into un- 
predictable 

Mrs. Ketiy. That is why I asked for the breakdown. 

Mr. Hays of Arkansas. I think I understand the question that was 
in your mind. The picture of the fiscal relationship then was un- 
predictable at all times. It is still somewhat unpredictable. 

It was the waiver in the old agreement that made it unpredictable. 
It is the postponement—— 

Mrs. Keriy. The Secretary multiplied 117 by 8 to come up with the 
money owed to the United States at the present time. I asked him 
how much—you multiplied it along with me, Mr. Zablocki. 

Mr. Zasiockt. That would be the amount if the United Kingdom 
availed itself of seven postponements. It would be added to the 
amount due in the year 2001. It is 43 years that are negotiated. 

Mr. Hays of Arkansas. That is right. I said 50. I was thinking 
of the whole period. 

Mr. Zastocknt. Mr. Kalijarvi, there must be reasons why you prefer 
the International Monetary Fund not to act as referee in the new 
settlement. 

Mr. Karisarvi. I think the answer is quite simple, at least in my 
mind, 

Mr. Zasiockt. I wish we could have it from you so it would be just 
us clear in our minds. 

Mr. Katisarvi. From my standpoint the International Monetary 
Fund was a convenience at the time the agreement was negotiated. 
The determination at that time seemed perfectly reasonable and in 
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keeping with what was anticipated. Conditions have moved a long 
way since 1945. 

The trouble has been caused by the questions whether the United 
Kingdom has or does not have a right under the contract. From our 
standpoint it seems to us that it is far better to deal with this on a 
bilateral basis than to bring in a multilateral institution for such 
determination as may be required. 

I think the basic reason here is that we want this agreement as 
simple as we can, and the moment you move in with the International 
Monetary Fund you have a complic ation. 

Mr. Zasiockr. When negotiating this new settlement were certain 
conditions discussed ? 

Mr. Kauisarvi. I shall have to determine and find out whether the 
International Monetary Fund was discussed at all in these negotia- 
tions. ITamnotsure. I cannot answer your question. 

Mr. Zastockt. The question probably should have been asked 
of Secretary Humphrey whether conditions were discussed in the 
negotiations or if the International Monetary Fund certification was 
given consideration. I believe it would be helpful if the committee 
had this information. 

Mr. Kattsarvi. Mr. Chairman, may be supply a memorandum for 
the committee on that? 

Mr. Hays of Arkansas. Since the Treasury Department represent- 
atives will not be called again, I think that would be good, for you 
to do that, Mr. Secretary. 

Mr. Zantockt. Perhaps the staff could obtain a memorandum 
from the Secretary of the Treasury, also, Mr. Chairman. 

Mr. Kauisarvi. We will call him. 

(Following is the information submitted by Mr. Kalijarvi:) 

L\cPARTMENT OF STATE, 
Washington, March 22, 1957. 
Hon. Brooks Hays, 
Chairman, Subcommittee on Foreign Economic Policy, Committee on 
Foreign Affairs, United States House of Representatives: 

Dear Mr. Hays: With regard to the question concerning the International 
Monetary Fund raised at the close of the hearings of March 19, 1957, on H. J. 
Res. 271, we have checked on the discussions and find that the negotiators were 
Recdeasticon throughout not to introduce economic or statistical decisions by 
any third agency. Both parties agreed that there should be a simple provision 
for deferment at the option of the United Kingdom when it finds that a deferment 
is necessary in view of the present and prospective conditions of international 
exchange and the level of its gold and foreign-exchange reserves. 

The whole purpose of the proposed amendment was to replace the complex and 
unworkable provisions for cancellation of interest with a clearly expressed 
authorization for the United Kingdom to postpone up to seven installments of 
principal and interest, with interest being paid annually on deferred install- 
ments. Provision for any kind of economic determination by a third party would 
only have reintroduced the kind of uncertainty which both parties to the pro- 
posed amendment consider it essential to eliminate. 

Sincerely yours, 
THORSTEN V. KALIJARVI, 
Assistant Secretary. 


Mr. Hays of Arkansas. Are there any other questions? The sub- 
committee will be adjourned, subject to the call of the Chair. Thank 
you, Mr. Secretary. 

(Whereupon, the subcommittee adjourned at 11:56 a. m.) 


AMENDMENT TO ANGLO-AMERICAN FINANCIAL AGREEMENT 49 


APPENDIX 


FINANCIAL AGREEMENT BETWEEN THE GOVERNMENTS OF THE UNITED STATES AND 
THE UNITep KINGpOM 


It is hereby agreed between the Government of the United States of America 
and the Government of the United Kingdom of Great Britain and Northern 
Ireland as follows: 

1. Effective date of the Agreement. The effective date of this Agreement shall 
be the date on which the Government of the United States notifies the Govern- 
ment of the United Kingdom that the Congress of the United States has made 
available the funds necessary to extend to the Government of the United Kingdom 
the line of credit in accordance with the provisions of this Agreement. 

2. Line of credit. The Government of the United States will extend to the 
Government of the United Kingdom a line of credit of $3,750,000,000 which may 
be drawn upon at any time between the effective date of this Agreement and 
December 31, 1951, inclusive. 

3. Purpose of the line of credit. The purpose of the line of credit is to facilitate 
purchases by the United Kingdom of goods and services in the United States, to 
assist the United Kingdom to meet transitional postwar deficits in its current 
balance of payments, to help the United Kingdom to maintain adequate reserves 
of gold and dollars, and to assist the Government of the United Kingdom to 
assume the obligations of multilateral trade, as defined in this and other agree- 
ments. 

4. Amortization and interest. 

(i) The amount of the line of credit drawn by December 31. 1951, shall be re- 
paid in 50 annual installments beginning on December 31, 1951, with interest at 
the rate of 2 percent per annum. Interest for the year 1951 shall be computed 
on the amount outstanding on December 31, 1951, and for each year thereafter, 
interest shall be computed on the amount outstanding on January 1, of each 
such year. 

Forty-nine annual installments of principal repayments and interest shall be 
equal, calculated at the rate of $31,823,000 for each $1,000,000,000 of the line of 
eredit drawn by December 31, 1951, and the fiftieth annual installment shall be at 
the rate of $31,840.736.65 for each such $1,000,000,000. Each installment shall 
consist of the full amount of the interest due and the remainder of the installment 
shall be the principal to be repaid in that year. Payments required by this 
section are subject to the provisions of section 5. 

(ii) The Government of the United Kingdom may accelerate repayment of 
the amount drawn under this line of credit. 

5. Waiver of interest payments. In any year in which the Government of the 
United Kingdom requests the Government of the United States to waive the 
amount of the interest due in the installment of that year, the Government of the 
United States will grant the waiver if: 

(a) the Government of the United Kingdom finds that a waiver is neces- 
sary in view of the present and prospective conditions of international 
exchange and the level of its gold and foreign exchange reserves and 

(b) the International Monetary Fund certifies that the income of the 
United Kingdom from home-produced exports plus its net income from 
invisible current transactions in its balance of payments was on the average 
over the five preceding calendar years less than the average annual amount 
of United Kingdom imports during 1936-8, fixed at £866 million, as such 
figure may be adjusted for changes in the price level of these imports. Any 
amount in excess of £43,750,000 released or paid in any year on account 
of sterling balances accumulated to the credit of overseas governments, 
monetary authorities and banks before the effective date of this Agreement 
shall be regarded as a capital transaction and therefore shall not be included 
in the above calculation of the net income from invisible current transactions 
for that year. If waiver is requested for an interest payment prior to that 
due in 1955, the average income shall be computed for the calander years 
from 1950 through the year preceding that in which the request is made . 

6. Relation of this line of credit to other obligations. 

(i) It is understood that any amounts required to discharge obligations of 
the United Kingdom to third countries outstanding on the effective date of this 
Agreement will be found from resources other than this line of credit. 
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(ii) The Government of the United Kingdom will not arrange any long-term 
loans from governments within the British Commonwealth after December 6, 
1945, and before the end of 1951 on terms more favorable to the lender than the 
terms of this line of credit. 

(iii) Waiver of interest will not be requested or allowed under section 5 in 
any year unless the aggregate of the releases or payments in that year of sterling 

alances accumulated to the credit of overseas governments, monetary authori- 
ties and banks (except in the case of colonial dependencies) before the effective 
date of this Agreement is reduced proportionately, and unless interest payments 
due in that year on loans referred to in (ii) above are waived. The proportionate 
reduction of the releases or payments of sterling balances shall be calculated in 
relation to the aggregate released and paid in the most recent year in which 
waiver of interest was not requested. 

(iv) The application of the principles set forth in this section shall be the 
subject of full consultation between the two governments as occasion may arise. 

7. Sterling area exchange arrangements. The Government of the United 
Kingdom will complete arrangements as early as practicable and in any case not 
later than one year after the effective date of this Agreement, unless in excep- 
tional cases a later date is agreed upon after consultation, under which immedi- 
ately after the completion of such arrangements the sterling receipts from cur- 
rent transactions of all sterling area countries (apart from any receipts arising 
out of military expenditure by the Government of the United Kingdom prior to 
December 31, 1948, to the extent to which they are treated by agreement with 
the countries concerned on the same basis as the balances accumulated during 
the war) will be freely available for current transactions in any currency area 
without discrimination; with the result that any discrimination arising from 
the so-called sterling area dollar pool will be entirely removed and that each 
member of the sterling area will have its current sterling and dollar receipts at 
its free disposition for current transactions anywhere. 

8. Other exchange arrangements. 

(i) The Government of the United Kingdom agrees that after the effective 
date of this Agreement it will not apply exchange controls in such a manner as 
to restrict (a) payments or transfers in respect of products of the United States 
permitted to be imported into the United Kingdom or other current transactions 
between the two countries or (b) the use of sterling balances to the credit of 
residents of the United States arising out of current transactions. Nothing in 
this paragraph (i) shall affect the provisions of Article ‘VII of the Articles of 
Agreement of the International Monetary Fund when those Articles have come 
into force. 

(ii) The Governments of the United States and the United Kingdom agree 
that not later than one year after the effective date of this Agreement, unless 
in exceptional cases a later date is agreed upon after consultation, they will 
impose no restrictions on payments and transfers for current transactions. The 
obligations of this paragraph (ii) shall not apply: 

(a) to balances of third countries and their nationals accumulated before 
this paragraph (ii) becomes effective; or 

(6b) to restrictions imposed in conformity with the Articles of Agreement 
of the International Monetary Fund, provided that the Governments of the 
United Kingdom and the United States will not continue to invoke the 
provisions of Article XIV, Section 2 of those Articles after this paragraph 
(ii) becomes effective, unless in exceptional cases after consultation they 
agree otherwise; or 

(c) to restrictions imposed in connection with measures designed to 
uncover and dispose of assets of Germany and Japan. 

(iii) This section and section 9, which are in anticipation of more compre- 
hensive arrangements by multilateral agreement, shall operate until December 
31, 1951. 

9. Import arrangements. If either the Government of the United States or 
the Government of the United Kingdom imposes or maintains quantitative im- 
port restrictions, such restrictions shall be administered on a basis which does 
not discriminate against imports from the other country in respect of any prod- 
uct; provided that this undertaking shall not apply in cases in which (@) its 
application would have the effect of preventing the country imposing such restric- 
tions from utilizing, for the purchase of needed imports, inconvertible currencies 
accumulated up to December 31, 1946, or (0) there may be special necessity for 
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the country imposing such restrictions to assist, by measures not involving a 
substantial departure from the general rule of non-discrimination, a country 
whose economy has been disrupted by war, or (c) either government imposes 
quantitative restrictions having equivalent effect to any exchange restrictions 
which that government is authorized to impose in conformity with Article VII 
of the Articles of Agreement of the International Monetary Fund. The pro- 
visions of this section shall become effective as soon as practicable but not later 
than December 31, 1946. 

10. Accumulated sterling balances. 

(i) The Government of the United Kingdom intends to make agreements with 
the countries concerned, varying according to the circumstances of each case, 
for any early settlement covering the sterling balances accumulated by sterling 
area and other countries prior to such settlement (together with any future 
receipts arising out of military expenditure by the Government of the United 
Kingdom to the extent to which they are treated on the same basis by agreement 
with the countries concerned). The settlements with the sterling area coun- 
tries will be on the basis of dividing these accumulated balances into three 
categories (a) balances to be released at once and convertible into any currency 
for current transactions, (0) balances to be similarly released by installments 
over a period of years beginning in 1951, and (c) balances to be adjusted as 
a contribution to the settlement of war and postwar indebtedness and in recogni- 
tion of the benefits which the countries concerned might be expected to gain from 
such a settlement. The Government of the United Kingdom will make every 
endeavor to secure the early completion of these arrangements. 

(ii) In consideration of the fact that an important purpose of the present 
line of credit is to promote the development of multilateral trade and facilitate 
its early resumption on a non-discriminatory basis, the Government of the United 
Kingdom agrees that any sterling balances released or otherwise available for 
current payments will, not later than one year after the effective date of this 
Agreement unless in special cases a later date is agreed upon after consultation, 
be freely available for current transactions in any currency area without 
discrimination. 

11. Definitions. 

For the purposes of this Agreement : 

(i) The term “current transactions” shall have the meaning prescribed in 
Article XIX (i) of the Articles of Agreement of the International Monetary 
Fund. 

(ii) The term “sterling area” means the United Kingdom and the other terri- 
tories declared by the Defence (Finance) (Definition of Sterling Area) (No. 2) 
Order, 1944, to be included in the sterling area, namely “the following territories 
excluding Canada and Newfoundland, that is to say— 

(a) any Dominion, 

‘b) any other part of His Majesty’s dominions, 

(c) any territory in respect of which a mandate on behalf of the League 
of Nations has been accepted by His Majesty and is being exercised by His 
Majesty’s Government in the United Kingdom or in any Dominion, 

(d) any British protectorate or protected State, 

(e) Egypt, the Anglo-Egyptian Sudan and Iraq, 

(f) Iceland and the Faroe Islands.” 

12. Consultation on Agreement. Either government shall be entitled to 
approach the other for a reconsideration of any of the provisions of this Agree- 
ment, if in its opinion the prevailing conditions of international exchange justify 
such reconsideration, with a view to agreeing upon modifications for presenta- 
tion to their respect legislatures. 

Signed in duplicate at Washington, District of Columbia, this 6th day of 
December, 1945. 


’ 


For the Government of the United States of America: 
Frep M. Vinson 
Secretary of the Treasury 
of the United States of America 
For the Government of the United Kingdom 
of Great Britain and Northern Ireland: 
HALIFAX 
His Majesty’s Ambassador Extraordinary and 
Plenipotentiary at Washington. 
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AGREEMENT TO AMEND THE FINANCIAL AGREEMENT OF DECEMBER 6, 1945, BETWEEN 
THE ‘?O0VERNMENTS OF THE UNITED STATES AND THE UNITED KINGDOM 


Subject to the provisions of paragraph 3 hereof, it is hereby agreed between 
the Government of the United States and the Government of the United Kingdom 
of Great Britain and Northern Ireland as follows with regard to the Financia! 
Agreement executed by them on December 6, 1945: 

1. Section 5 is amended to read: 

5. Deferment of annual installments. 

(i) In any calendar year after December 31, 1956, in which the Govern- 
ment of the United Kingdom advises the Government of the United States 
that it finds that a deferment is necessary in view of the present and pros- 
pective conditions of international exchange and the level of its gold and 
foreign exchange reserves, the Government of the United Kingdom may 
defer the payment of the annual installment for that year of principal 
repayment and interest specified under Section 4. Not more than seven 
(7) annual installments may be so deferred. The first of any such de- 
ferred installments shall be paid on December 31, 2001, and the others shall 
he paid annually thereafter, in order. 

(ii) In addition, the installment of interest in respect of the year 1956 
is hereby deferred, in lieu of any right of waiver hitherto existing. This 
installment shall be paid on December 31 of the year following that in 
which the last of all other installments, including installments deferred 
under the preceding paragraph, is due. 

(iii) Deferred installments shall bear interest at the rate of 2 percent 
per annum, payable annually on December 31 of each year following that 
in which deferment occurs. 

(iv) Payment of deferred installments may be accelerated, in whole or 
in part, at the option of the Government of the United Kingdom. 
Section 6 is amended to read: 

6. Relation of this line of credit to other obligations. The Government 
of the United Kingdom undertakes not to defer an installment under Section 
5 of this Agreement in any year, unless it also defers the installment due in 
that year under the Financial Agreement between the Government of Canada 
and the Government of the United Kingdom, dated March 6, 1946. 

3. This Agreement shall become effective when the Government of the United 
States has notified the Government of the United Kingdom that the Agreement 
has been approved by the Congress and the Government of the United Kingdom. 
has notified the Government of the United States that the appropriate Parlia- 
mentary action has been taken. 

Signed in duplicate this 6th day of March, 1957. 

For the Government of the United States of America : 

G. M. HUMPHREY 

Secretary of the Treasury 
of the United States of America 
For the Government of the United Kingdom 
of Great Britain and Northern Ireland: 
HAROLD CACCIA 
Her Maijesty’s Ambassador Extraordinary 
and Plenipotentiary at Washington 
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